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APPENDIXES

Appendix 8

MISCELLANEOUS ITEMS TO THE HEARINGS' SUBJECT

NATIONAL COMMITTEE FOR SUPPORT OF THE PUBLIC SCHOOLS,
Washington, D.0 November 1, 1971.

Senator WALTER F. MONDALE,
U.S. Senate, Select Committee on Equal Educational Opportunity, Washington,

D.C.
DEAR SENATOR MONDALE : It is a pleasure to submit th,., enclosed statement re-

garding necessary reforms in the present system of financing public education to
your committee. The statement has been reviewed by the Executive Committee
of NCSPS and they raised an additional question which we are not yet able to
fully answer What should be the dollar contribution of the federal government
In financing public education? We hope to address this and other questions at a
forthcoming NCSPS Conference about school finance.

We appreciate an opportunity to express our views for the record of the Select
Committee, and trust that they will complement the fine statements you have
received already.

Cordially yours,

Enclosure.

GERALD E. SROUFE,
Executive Director.

A STATEMENT PREPARED FOR THE U.S. SENATE SELECT COMMITTEE ON EQUAL
EDUCATIONAL OPPORTUNITY, BY THE NATIONAL COMMITTEE'FOR SUPPORT OF THE
Punic Son000s

The National Committee for Support of the Public Schools is a national citi-
zen's organization concerned exclusively with public education. Since its found-
ing in 1902, NCSPS has been committed to obtaining adequate and equitable
financial support for public education, The National Committee sponsoredseveral
national conferences, and numerous publications, which have noted the manner
in which state fiscal schemes defeat the objective of equality of opportunity.

The National Committee joined with the Urban Coalition, Stephen D. Sugar-
man, and John E. Coons in submitting to the Supreme Court of California a
frlend-of-the-court brief in support of the plaintiff's cause in Serrano v. Priest.
The National Committee entered this case because it offered the promise of alle-
viating inequities within the existing system in California and other states. The
California Court, in ruling that the present state system of school finance is un-
constitutional, handed down a landmark decision In Serrano. The ruling offers
a unique opportunity to mobilize public understanding necessary to strike down
fiscal barriers which impede achievement of both quality education and equalityof educational opportunity.

THE PRESENT STATE SWITEMS OF EDUCATION FINANCE

Educational support programs in almost every state are wealth-based systems
which imply by public policy that the rich deserve better education than the poor.

These state systems may be characterized as follows :
1. State systems of education finance rely heavily on local taxation of real

Property for school support. On a nationwide basis local government currently
provide approximately 52 percent of public school revenue. The nature of the

(8287)
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property tax and the questionable practices associated with it which cause gross
inequities in tax burden are legion :

Nonuniform assessment of like properties within the state and within
local jurisdictions is the rnie rather than the exception.

Underassessment and partial or total exemptions are routinely granted
to favored properties or favored classes of property owners thereby increas-
ing the burden of those who remain on the tax rolls.

It discriminates against those who concentrate wealth in property as
opposed to those who invest in other securities and is a severe burden on
those who own homes but have little current income.

Local assessors, typically elected, are often untrained and lack profes-
sional staffs, modern equipment, or adequate budgets.

2. tate system of education finance establish school districts which vary
greatly in the amount of available local woalth. Vor example

In California assessed value per elementary pupil was : West Covina,
$7,088 ; Beverly Hills, $87,060.

In Michigan equalized assessed valuation per pupil was : Forsyth, $1,319;
River Rouge, $53,156.

In Maryland assessed valuation + taxable net income per pupil was :
Calvert, $13,357 ; Montgomery, $30,349.

3. Stato systems of education finance distribute state funds through founda-
tion progratns which fail to correct the wealth disparities among local districts.
While these programs vary widely in specifics from state-to-state they frequently
suffer from three major flaws, and a host of minor ones :

Foundation amountsthe maxinmrn amount the state assures each dis-
trictare inadequate. For instance, California's maximum amount is $355
per elementary pupil, Maryland's is $370.

Flat or minimum grants which award money on the basis of number of
pupils to all districts, wealthy or poor. When they are awarded as part of
the maximum foundation amount, as in California, or are substituted for
df3tricts not qualifying for minimum einounts under an equalization pro-
gram, as in Maryland, they subsidize the wealthy and attenuate the
disparities.

Districts must raise money locally to support education programs superior
to those provided for in the foundation amount. This gives rise to disparities
in tax effort and in expenditures. Even though poorer districts make the
same or greater tax effort on behalf of their schools, they are able to pur-
chase much less education than the rich. For example :

Tax rate Expenditure

California:
West Covina $5. 24 $621.26

Beverly Hills 2.38 1, 231.72
Maryland:

Calvery County 2.26 583.91

Montgomery County 2.28 876. 40

,THE SERRANO DECISION

The Supreme Court of California determined that the California public school
financing system violates the equal protection clause of the Fourteenth Amend-
ment and "invidiously discriminates against the poor because it makes the qual-
ity of a child's education a function of the wealth of his parents and neighbors."
R ruled that :

1. The system is wealth discriminatory.
2. Education is a "fundamental interest" which cannot be conditioned on

wealth.
3. No compelling state interest is served by the current linancing scheme.

Without deciding whether. or not these are "compelling state interests," the
Court determined that the present system is unnecessary to preserving local
administrative control. And, from promoting local fiscal choice, the present
system deprives the less wealthy districts of almost all fiscal options.

*California and Maryland figures are 1968-69, Michigan Is 1965-66.
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The Serrano decision clearly points out the irrationality and irrelevance of the
state education support systems. The National Committee submits that this
decision demands a positive response from educational policy makers in the
states and at the federal level. A response to prot lems of equality of opportunity
N long overdue and should be forthcoming now.

TILE STATE RESPONSE

Basically, the states must assume responsibility for funding education in a
manner which does not allow the wealth of a district to be a determining factor
in the level of educational expenditure in that dierici. This can be accomplished
through full state funding or through some form )f percentage equalizing. Under
percentage equalization, states allocate funds to Kcal districts on a graduated
percentage scale based on either local wealth per pupil or, as formulated under
"power equalizing," on local tax effort.

1. Full State Funding.There is growing interest in the concept of full state
funding. Among the early supporters of such a move were the Advisory Commis-
sion on Intergovernmental Relations, James Conant, and Governor Milliken of
Michigan. More recently Arthur Wise, who as early as 1965 questioned the con-
stitutionality of current finance systems, has recommended full state funding in
Maryland. The plan appears in a report prepared for the Citizens Commission on
Maryland Government.1 His approach is to move to an equalized per pupil ex-
penditure (and in the case of Maryland he would equalize at the level of the
highest-spending school district in 1971-72) and to allow 5 percent variation in
either direction from that amount in any school for differences in economies of
scale and in any school district for regional price-level differences. Federal aid
such as Title I of ESEA would be allocated in addition to the equalized level of
expenditures, thereby recognizing the special needs of educationally deprived
children ; whereas impact aid would be allocated as part of the equalized level.
He would also move to a uniform statewide tax on property or a mandated uni-
form locally-imposed tax and recommends that additional revenues be generated
from other sources, preferably the income tax.

Other approaches to determining the level of expenditure are available. In
addition to differences in wage and salary levels in various regions, a state could
take into consideration differences in the special requirements of different types
of students. Dr. Charles Benson, in testimony before this Select Committee, sug-
gested that such an approach would ease if the stitte established centers to sup-
ply special services such as vocational, remedial, health, transportation, pro-
grams for the gifted and handicapped and thereby provide "aid in kind" rather
than money.

2. Power equalizing. Under power equalizing as formulated by Coons, Clune,
and Sugarman,' a district would be permitted to spend a per pupil amount fixed
by law based on the tax rate it chooses to levy, irrespective of the actual amount
of local collections. The legislature might develop a scale which specified the
local tax rate and a level of permissible per pupil expenditure. For instance, a
minimum of 10 mills might set the expenditure at goo and a maximum of 30
mill might set the expenditure at $1,500. The state would subsidize those poor
districts that could not collect the expenditure allowed commensurate with its tax
effort. Conversely, statewide redistribution of excess local collections from rich
districts might be required.

One alternative to statewide redistribution of excess local collections would be
to draw school boundaries in such a manner that differences in local wealth were
reduced. This solution might prove to be more desirable in order to avoid excess
collections which often are deemed politically unacceptable. Such redistricting
would probably be feasible only if accompanied by statewide taxation of the bus-
iness and industrial property which presently account for much of the extreme
variations in district wealth.

Power equalizing would guarantee that the same tax effort would result in the
same per pupil expenditure. To this extent, a student's educational opportunity
would still be tied to where he lives and the willingness of his parents and neigh-
bors to tax themselves.

Arthur R Wise. A Reaponaible Plan Pr Public School Finance in Maryland. Citizens
Commission on Maryland Government : Baltimore. 1971.

2 Coons, Chine, And Sugarman, Private Wealth and Public Education. Belknap : Cam-
bridge, 1970.
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A combination of these two approaches would also be possible. The state would
provide an amount deemed adequate to permit a realistic expenditure level either
at the level of one of the higher spending districts, or as determined by varying
pupil characteristics, or other education criteria. Local add-ons of a snuffled
number of dollars for every tax mill levied, say $25 for each mill, would be per-
mitted. These add-ons would be subject to the same provisos of state subsidization
and redistribution as outlined under power equalizing.

Other state responses may be suggested. Two that have been mentioned seem
inappropriate for action now : 1) redistricting to achieve equal wealth and, 2)
vouchers. While it is possible, theoretically, to establish districts without ex-
treme variations in wealthnon-residential property taxation at the state level
would probably be essential ; to achieve absolute equal wealth among the district
would prove to be disruptive. School districting should be relevant to education
purposes, i.e., to achieve optimum management, education diversity, community
participation, and economies of size, as well as to concerns for equalizing the
tax base.

General voucher schemes appear to have serious flaws, including potential of
encouraging racial isolation, diminishing quality control and accountability, or
providing direct support for parochial schools. Experimentation is needed before
a general voucher scheme can be adopted as a means of providing equality of
education opportunity.

THE FEDERAL RESPONSE

The allocation of federal funds should be accomplished in a manner designed
to encourage and assist the states in reform efforts. Impact aid which frequently
attenuates disparities either should be abolished, and the monies distributed
through other titles, or should be adjusted in accordance with district wealth
to avoid subsidizing the rich. Title I funds must be more carefully guarded
against misappropriation and/or use as replacement for ordinary state and local
spending. The "comparability" requirements should be legislatively mandated
and aggressively enforced since there is evidence that intra-district disparities
are as prevalent as the inter-dintrict disparities illustrated in Serrano.

Certainly, any new federal funds such as revenue sharing or general aid for
education must have incentive and penalty provisions to induce the states to
abandon wealth-based systems. Further, since grave disparities, in fiscal capabili-
ties exist among the states federal aid should be designed to equalize the capacity
of providing a basic education among the states.

WHAT ADDITIONAL RESPONSE IS REQUIRED ?

Contrary to what many commentators have reported, Serrano did not address
the question of property taxation. Hence improved revenue collection and dis-
bursement systems can continue to be based aa faulty or inadequate tax instru-
ments. Since the states have been willing partners, and often initiators, in allow-
ing gross inequities to arise, statewide taxation of all or part of real property
will not necessarily bring needed reform. NCSPS believes the states should make
more extensive use of other sources of revenue, particularly progressive individual
and corporate income taxes, and that the federal government should encourage
the states to utilize these sources. One means of doing this would be to structure
appropriate tax credits against the federal tax-liability.

Along with greater utilization of varied revenue sources and/or some form of
statewide property taxation, the states require fiscal assistance in assuring levels
of school expenditure adequate to provide quality education. The Advisory Com-
mission on Intergovernmental Relations, in conjunction with recommending full
state funding for education, recommended federal assumption of welfare costs.°
Dr. Charles Benson has pointed out that services pertaining to children's nutri-
tion and health are vital to achieving education purposes. Funding of these com-
plimentary cervices could suffer in many states once they assume increased fiscal
responsibility for education, and thereby create more education problems. These
services, which also relate to welfare, could be supported at the federal level.

Finally, it is necessary that the federal government reorder its spending prior-
ities and assume a greater share of funding the nation's schools.

a Advisory Commission on Intergovernmental Relations, State Aid to Local Government.
The Commission, Washington, 1909.
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Education and the
American Dream

American education in the early Seventies is a unique and
at times explosive mixture of idealism, public necessity and
big business. The idealism which has its root* along with
those of the Constitution of the United States, in the founding
days of the Nation, is perhaps best expressed in these last
years of the century as a firm belief in the right of all Ameri-
cans to an opportunity for an equal education. The public
necessity of education has.long been recognized: a progressive,
healthy body politic rbquires an intelligent, educated citizenry.
The big business aspect of education is manifest in the annual
allocatioh.to the nation's schoOls of more than, $39 billions in
federal, state and local funds or 4.2% of the gross national
product ; in the 2,359,000 teachers, in the many thousands of
policy makers; administrators . and other personnel, in the
physical plants and equipment, and in all of the other things
that go into the awesome task of providing a modern education
for the more than 51.million scliool age children of America.

The business aspects of education are our chief concerns
here because without adequate personnel and tools an equal
educational opportunity for all is an Obvious impossibility. ,The
business of education brings us immediately to the problem of
financing such a vast enterprise and to two very basic and im-
portant questions:

1. Where do you get the money needed for edu-
cation?

2. How do you allocate it equally after you get 4t?
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Each question raises other. issues. For example, it is not
just a matter of -getting money but of how to get it in a fair
and equitable manner that will plac.: the burden on those best
able to bear it. Then, once the money is in hand, how can it
be allocated to insure an equal educational opportunity for all
children?

An equal opportunity for all is an integral part of the great
American dream. Americans have always said this is true
and, in large measure, they have supported it with vast sums
of money. American parents rely on it for their. children.
Equality of opportunity is fundamental in the nation's system
of values.

What are some of these values we hold so impor-
tant in our society, values that are the foundation
pillars of education? There are many, Ind cer-
tainly any American educational credo must con-
firm that:

We believe the opportunity to obtain a public education
should be substantially equal for al; children and youth and
should be appropriate to their needs.

We believe public education should strive to remove
class and caste barriers and to promote social mobility' in our
society.

We believe that every American child, regardless of
race, national origin or the economic condition of his parents
should be given, an equal opportunity in the public schools to
develop his talents to their fullest extent in order thathe rnay
have full access to the benefits 'of the American social; eco-
nomic and political system.

. We believe in American democracy and are convinced
that a broadly based and adequately supported system of pub:,
lic education for all children is essential to its preservation.

We believe that by raising the educational level we not
only contribute to the success of popular government but also
to the reduction of poverty, crime and dependence upon pro-
grams of public welfare.

. And, most importantly, we beljeve that the educational
opportunity of every individual should be a function, of the
total taXable wealth of -the state and should not be limited to
the taxing ability of a local school district. .

2

G:t4 "
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In its detailed study, the National Educational Finance
Project found that ideals and fundamental principles of Amer-
ican education must be translated into economic terms if sound
and equal financing of the nation's schools is td be achieved.

We Must Find Ways to Equalize Education Among
Children

Since children vary in their educational needs, their per
pupil costs vary widely and require substantial financial equal-
ization. It is essential to identify the areas of higher cost,
e.g., education for the handicapped, compensatory education,
vocational programsand provide the funds needed to furn5sh
these services. In so doing, we must take a straight look at
the differences among children, at the differences in their
needs and differences in the educational experiences to which
they should be exposed. By the prodess of weighting different
costs it is possible to bring about a high degree of equity in
funds for special programs.

We Must Find Ways to Equalize Expenditures
Among Districts

Great inequities exist in the availability of funds for edu-
cation in the school districts of nearly every state. 'As will be .

noted in this booklet, the variations are primarily, the result
of the tremendous differences in the abilities of local districts
to finance education and the methods used by the states to al-
locate their revenues for school support. The time has come
to seek new directions in the processes of raising and allocat-
ing revenues if we are to achieve the goal of equality in educa-
Von.

!, We Must Find Ways to Distribute the Tax Burden t
Fairly

Financing of the public school systems must not only be
adequate, but it-should. also be provided by an equitable and
progressive tax structure primarily based upon ability to pay
as measured by income, wealth and consumption.

Equity requires, in addition to distribution of the tax
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burden on the basis of ability to pay : a) exclusion from tax
of persons in the lowest income groups on grounds that they
have no taxpaying capacity, and b) a progressive overall dis-
tribution of tax relative to income.

In addition to the total taxable wealth of the state, the tax-
able wealth of the nation should also be utilized for educa-
tional financing to insure the quality and equity of public edu-
cation in every state. Some of the possibilities of federal par-
ticipation are discussed in Section VII.

We Must Seek the Highest Possible Efficiency in
School Organization

While current tax methods urgently need restructuring,
and while federal, state and local districts all have appropriate
roles to play in providing public education, decisions concern-
ing education should always be made by the lowest level of
government that can efficiently make the decision. The local
districts should be so organized as to achieve the greatest pos-
sible efficiency in the use of school funds and should not be
gerrymandered, deliberately or otherwise, to segregate pupils
by race, religion, or economic or social class.

'

1 We Must Find Ways to Assure Educational Ac-
countability

Accountability, a comparatively new and sometimes dis-
turbing word in education, is in order today. For every dollar
put into Education comparable value should come out. Every-
one is responsible and hence accountable : Congress, state legis-
latures, boards of education, administrators, teachers, parents
and pupils.

Professional educators should carefully evaluate the ef-
fectiveness of 'their activities and should have the necessary
freedom to make changes and adaptations whenever necessary
to incruse productivity and qualiV.

68-412 0-71pt 18D-3-2
1 0
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II

The Myth of
Equal Education

Americans have said so often that every boy and girl
should have the opportunity for a good education that many
believe that is what they actually get in all of the 50 states.
There is an assumption that universal education and equal
education are synonymous. Is that what happens and are the
terms synonymous?

Americans repeat over ind over that equality is the key-
stone of our educational system. The terms good, equal and
universal are used somewhat loosely and interchangeably.
Which ever term' is used, is it true that young Americans get
an equal education? Do We practice what we preach?

Does the child living in' a poor rural or inner-city school
district have access to the 'same .quality education as the child
living in an affluent suburb or othei wealthy community? Even
if the parents of the children ,in_the poorer rural, or inner-city
districts are willing to make ,unusual sacrifices , and tax them-
selves heavily; do' they still receive equal education?

Does the child who attends a school in a district that man-
ages to raise $500 per pupil per year through struggle and
sacrifice have the same opportunity as the child who attends
a school that raises $1,200 or more per pupil per year with a
lower level of, effort?

Can this be equal educational opportunity?

5
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The answer, of course, is NO on all counts.

In a recent important decision by the California Supreme
Court it was pointed out that as a practical matter "districts
with small tax bases" simply cannot levy taxes at a rate suffi-
cient to produce the revenue that more affluent districts raise,
often with much less effort. The court said affluent districts
can thus "have their cake and eat it, too. They can provide a
high quality education for their children while paying lower
taxes. Poor districts, by contrast, have no cake at all."

Certainly the dollar is not the only requfrement for equal-
ity in education. Nor does the dollar input give a positive
index of educational output. Nevertheless, in our society you
generally "get what you pay for," unless ;mu are wasteful or
not concerned about values and costs. But though greater ex-
penditures do not absolutely assure higher quality in a prod-
uct, there is a strong presumption that better quality costs
more. .

On the other hand, one seidsop finds superior quality at a
low cost except in very unusual circumstances. This logic of
the marketplace is applicable to school expenditures. Although
there are r.a doubt schools with high costa and poor quality it
is difficult to find high quality at a low cost. One expert in
educational finance said it this way: "I never have found a
good; cheap school."

The per pupil expenditure does not tell the whole story of
quality and equality in education, but it is a significant index

V.
of differences among school districts.

Is this the American Dream of which we are so proud?
The California Court said that the'.Golden State's school fi-
nancing system, which is similar to that of most other states
in that it is based largely on local property taxes, "makes the
quality of a child's education a function of, the wealth of his
parents and his neighbors."-

And finally the court said that such a financing system is
unconstitutional because it violates the equal protection clause
of the 1.4th Amendment, thus discriminating unfairly against
the POor. .

In the face of abundant evidence that segregated schools
for minority races, and' ethnic groups are inheiently inferior.

. .



8302

-our society ham accepted the legal principle that a policy of
segregation of schook by race is unconstitutional.

In view of another growing accumulation of evidence, in-
cluding the California 4ecision, it is now proper to ask :

Do low per pupil expenditures deny youngsters in
some schools and some districts the opportunity
for an equal education?

Are there basic differences in the educational
needs of some children which require different edu-
cational experiences and expenditures if their op-
portunities are to be equal?

What causes substantial differences in the quality
of education from state to state, community to
community, school district to school district? Can
we accept the statement that "we generally get
what we pay for?"

Wide variations in effort and in ability to support
education are a major obstacle to substantial
equality of educational opportunity in all states.

How does this happen?

First :

There are great variations among the stateta, re-
gions and school districts in
ability or fiscal capacity to raise revenue; and
the amount of effort the governmental unit puts

forth to support education.

Second :

The amount of money available for education will
depend upon ,

the size of the tax base in relation th the num-
ber of pupils served; and
the tax rata levied.

Differences in the amounts of money raised per Pupil by
two districts, which may .border on each other. and the re-
sulting differences in .the quality, of edUcation they offer can
be quite marked. SuCh differencei can occur in vari;Ais ways:
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A poor district with a limited tax base can raise
relatively little even if a high tax mie is levied ;
or
A wealthy district with a large tax base can raise
substantial revenue even though it levies a modest
tax rate, one that may be much lower than the
poorer district next door.

The amount of money available in each district thus be-
comes a fundamental factor in determining the equality of
educational opportunity provided America's young people.

The time has come for'Americans to say:

THE NUMBER OF DOLLARS SPENT ON
EDUCATION SHOULD BE BASED ON THE
EDUCATIONAL NEEDS OF THE CHILDREN
RATHER THAN THE WEALTH OF THE
SCHOOL DISTRICT.

Obviously there are many factors, tangible and intangible
that affect the formal education of a childhis home and
neighborhood environment, the effectiveness of his' teachers
and general quality of his schoolbut a fundamental &wimp-.
tion can be made that equality of resources is the necessary
and reasonable starting point tOward educational opportunity
and equality for all children.

8
trt
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III
A Primer of
Education Finance

Where do we gct the 'money to support the pubiie ools?

It is raised by taxes of various kinds levied by the federal
and state governments and by the local school district.' The
bulk of it is raised by the school district from taxes on real
property.

In 1970-71 in the nation as a whole, 52% of school revenue
was provided by ,local sources, 41% came from, state sources
and 7% from the federal, government. However, these ratios
varied widely from state to state. For example : In New
Hampshire 86% of the school revenue was derived,from local
taxe.4, 10% came from the state and 4% from the federal gov-
ernment. In sharp,contrast, in North Carolina 19% was ob-
tained from lacal soUrces, 66% from the state and 15% from
the federal government.

Let's look at some of the different forms of taxes:

1 Property Tax

As a general rule, school districts receive about 98% of
their local school tax revenue from taxes on property. The
major advantages of the property tax are:

a. It is fairly stable.
b. Property is not easily moved to escape taxation.
c. Most benefits go directly to residents of the dis-

trict.
On the other hand :

a. It becomes largely a tax on housing.
b. It tends to discourage rehabilitation of deteri-

orating property.

9
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c. It tends to affect deeisions by business and in-
dustry with regard to locations and plant sites.

d. It does not bear equally on businesses, favoring
those with a low ratio of property to sales.

There are still more problems. Different assessment prac-
tices tend to make it unequal for taxpayers. Then, too, owner-
ship of property is not necessariV:correlated with either in-
come or wealth, often having little relationship to the ability to
pay taxes. Older persons on small fixed incomes are an ex-
ample. The yield from a given property tax depends on the
industriousness of the assessor and the treasurer. Property
tax revenues often lag behind national income. And finally
the property tax is used so heavily by local governments it is
often not capable of yielding significant increases for local
schools when increases are needed.

As a practical matter, the vast majority of school districts
are limited to the property tax for local revenue, either by law
or by the absence of any statute authorizing some other form
of local tax. In the 22 states that authorize the use of non-,
property taxes by school districts, the amount of revenue
raised from such taxes has been generally small while, the cost
of collecting them has been relatively high. As a result prop-
erty taxes continue to be the principal source of revenue for
local districts, followed by revenue from state sources.

Furthermore, NEFP research indicates that the revenue
from non-property taxes levied by school districts has not had
an equalizing effect. To the cOntrary, those districts with the
greatest fiscal capacity as measured by their property tax base
have usually obtained the largest amount of revenue from local
non-property taxes.

2 Sales Tax

Although most school districts cannot levy, sales taxes,
they serve as an,important source of school income in the form
of grants of state money. raised by sales taxes. In 1969, the
sales taxes levied by 45 states produced 30% of their total
state tax revenue.

The primary advantages of a sales tax are:
. a. It is relatively Mmple to collect.

2 2 I; . ,
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b. The revenue tends to increase at about the
same rate as income increases.

On the negative side :
a. A sales tax on all goods becomes regressive

relative to income. This can be overcome to a
degree by exempting food and medicine or al-
lowing tax credits against income liability for
tax paid on minimum necessary purchases.

b. It may affect economic decisions concerning lo-
cations of shopping centers and large retail en-
terprises. This is particularly true where a
bordering state has a lower sales tax or perhaps
no sales tax.

c. It may cause economic distortions as when some
goods are exempted from taxation, and buyers
tend to concentrate on the exempt items at the
expense of those that are taxed.

8 Personal Income Tax

This is the largest single source of income for the federal
'government. Forty-one states also levy income taxes, although
their tax bases and rate structures vary widely. Local income
taxes are not widely used.

The major advantages of the graduated personal income
tax are :

a. It is directly related to the most generally ac-
cepted measure of tax paying capacitythe in-
come of the taxpayer.

b. It can be adjusted through use of exemptions
or credits to take into account special circum-
stances, e.g., illness of a taxpayer, size of fam-
ily, unusual expenses or other hardships.

c. It is easy to collect through payroll deductions.
d. It has a high, degree- of elasticity in that reve-

nue increases' as the taxpayer's personal in-
come increases, particularly if the rates are
progressive.

The negative considerations are :
a. Revenue declines in periods of economic reces-

sion at a faster rate than other tax sources.

11
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b. Unless special care is taken in administrative
procedures, personal income taxes can be ex-
tremely complicated and can also present op-
portunities for evasion.

4 Corporate Income Tax '"

In addition to federal corporate income taxes, forty-three
states levied an income tax on corporations in 1970, and took
in an aggregate of $3.18 billions which was 7.6% of all state
tax collections in that year. However, the nature of the state
corporate taxes and their rates varied widely.

The primary advantages of the corporate income tax are :
a. Revenue generally increases with increases in

corporate income.
b. It can be equitably applied.
c. It can be structured in such a way as to hold

administrative costs and problems to a mini-
mum.

d. It is not likely to cause economic distortions
unless the state's rate is much higher than
neighboring states.

The disadvantages are essentially the same as those of the
personal income tax insofar as administration and compliance
are concerned. The corporate tax is not as elastic as the per-
sonal income tax, but has more revenue elasticity than most
other types of taxes.

5 Other Taxes

Excise taxes on motor fuel, tobacco and liquor produce
substantial revenue for the federal and state governments.
Such taxes have a very limited use at the local level and little
if any potential for greater amounts of revenue in the future.

Estate and inheritance taxes are levied at the state level,
but do not produce much revenue and have only a limited po-
tential as a future source of revenue.

Severance taxes on minerals and oil are levied, but are not
a major revenue producing source of taxation, particularly in
states with limited mineral and oil resources.

12
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There are no major unused tax sources ! Not all
sources are used in every state, but it-is likely, in
view of heavy demands for revenue, that all states
will use all major tax sources in the immediate fu-
ture. Thus, it would seem more productive to con-
ceutrate on improving the yield of existing tax
structures rather than to search for new sources.

rThree Important Concepts of Taxation

1, A tax should not alter economic behavior.

It should not cause goods or services to be re-
duced or leave the state ; it should not alter at-
titudes or become the basis for decisions on lo-
cations of plants, buildings or business sites,
and it should not reduce the willingness of peo-
ple to work and to produce.

2 A tax should be equitable.

All persons in the same economic circumstances
should 'be treated equally. The tax should be
based on the taxpayer's ability to pay and
should be progressive in relation to his income
or at least should rise in proportion to the tax-
payer's income.

3 A tax should be collected effectively.

Tax statutes shouid not have loopholes, nor
should they be so drawn that they can be
evaded.

13
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iv
Variations in
Fiscal Capacity
and Effort

Variations Among the States
Since it was long ago determined that education should be

a state function and a state responsthility, and that local school
districts have no inherent power to levy taxes, NEFP exam-
ined variations in fiscal capacity and effort among the states.
Two basic methods were used to make the measurements:

First :
The states were compared on economic indicators
such as a measure of income per capita or per
household to determine relative ability of the state
to raise revenue for school purposes.

Second :
The itates were compared on the basis of avail-
able tax bases and the amounts of revenue these
bases would produce if they were subjected to var-
ious rates of taxation.

However, personal income per capita. is not wholly satis-
factory for purposes of Comparison inasmuch as it ignores the
fact that taxpayers must buy, the necessities of life and, must
also pay substantial federal income taxes.

In' its studies, the NEFP develoiled d net personal income
formula by making,.two deductions from total personal in-
come : 1) $750 for each person for food, clothing and shelter,
and 2) the amount of personal income paid as tax to the fed-
eral government. The' resulting figure was the net personal
income and a better measure for 'determining the amount of
income available to a state in its tax program.

On a national basis the net personal income amounts to
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69.55% of personal income, but among the states it ranges
from a high of 74.68% to a low of 58.94%.

Some examples, on a dollar basis, including the high and
low states :

4 -,-,-.*:7"-----
Net Personal Income ,

Rank State Per. Capita, 1969 ,
A

1. Alaska $ 3,369
5 . ,. California 3,096

10 Delaware 2,781
15 Ohio f 2,633
20 Minnesota 2,538
25 Wyoming 2,338
30 Vermont 2,239
35 Oklahoma 2,056
40 New Mexico 1,909
45 Louisiana 1,784
50 Mississippi 1,292

7.1

Obviously, some states, because of more industry, business
and resources of one kind or another, have a greater potential
for raising revenue because of the higher individual incomes
of their residents.

The next most important factor is the amount of effort a
state puts into the business of supporting state and local gov-
ernment, including the schools, in relation to its potential fiscal
capacity.

Since about one third of state and local taxes go to support
elementary and secondary education, a state with a relatively
large potential for raising revenue, i.e., high per capita income,
may not hive to make the same effort to support its schools as
states with a low revenue potential.

If state revenue is largely based on net personal income,
two reasonable indices of state effort to support education are:

the percentage of net -personal income devoted to
elementary-secondary schOols,
the percentage of the tai revenue of the state and
local governments that goeS to education.

Once again there are wide ranging differences with the

16
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, citizens of some states providing a larger percentage of their
,

4

net personal incomes to elementary-secondary education than

i

those of other states. Some examples :

, f-
;

Elementary-Secondary
t

1

Education as a % of
i Rank State Net Personal,Income, 1969
t . 1 New Mexico 8.9 %
,

5 Mississippi 7.84
i 10 Minnesota 7.36,

L. 15 New York 6.99
i

; 20 Colorado
k

f t Wisconsin 6.61
t I 25 Michigan 6.44?

1 .

,

30 Alaska 6.21
35 North Carolina 5.89

i 40 Oklahoma 5.66
45 Illinois 5.39
50 Nebraska 5 00

,

f,
There are similar variations in the amounts state and local

f ' governments allocate to elementary and secondary schools out
of their revenues. On a percentage basis a dozen show dif-

I,

,
t, ferences ranging from a top allocation of almost 40% to a low
t.I, of little more than 25%. The examples :

i:
_

:

1

Rank

% of State and Local Tax .

Revenue Allocated to Elementary-
State Secondary Education, 1969

1 Utah 39.73%
5 Pennsylvania 38.87

10 Illinois 37.38
15 Virginia _ 36.30
20 Maine . 35.65
25 North Carolina . .33.99
30 Texas 32.57
35 Idaho

Georgia 32.11
40 California 30.43
45 . Hawaii , 29.18
50 yommgW 25.51

17
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These, and other more comprehensive studies, show that
there are 'substantial variations in the fiscal capacity of the
states to raise revenue whether one uses one measure, e.g., per
capita income, or composite techniques.

The differences in state educational expenditure
levels are explained :argely by variations in their
fiscal ability.

The same studies show there are substantial differences in
the willingness of the states to levy higher than average taxes
on their populations. A state with limited wealth can ap-
proach the expenditure levels of wealthier states only if there
is a willingness to bear higher tax burdens.

The five highest ranking states in terms of fiscal ability
had twice as much net personal income per capifa as the lowest
five states. The top five tax effort states devoted an average
of 1.56 times as great a percentage of their net personal in-
come to elementary and secondary education as did the lowest
five. Therefore, there are substantial differences among the
states not only in taxpaying ability but also in willingness to
support public education.

In 1970-71, the five states with the highest net income per
capita had current expenditures for elementary and high
schools which averaged $1,000 per pupil in average daily at-
tendance, while the five lowest states had an average expendi-
ture of only $574 per pupil.

SINCE THE :STATES ARE NOT ABLE TO
ALTER THEIR. FISCAL ABILITY IN ANY
SUBSTANTIAL .AMOUNT, IT- WOULD AP-
PEAR THAT ONLY THE FEDERAL GOVERN-
MENT IS IN' A'POSITION TO ELIMINATE
THE FISCAL VARIATIONS AMONG, THE
STATES INSOFAR AS EDUCATION IS,CON-
CERNED.

14
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Variations Among School Districts

Variations among districts within a state are greater than
the differences among the states in their support of education.
Studies have shown wide ranging differences in the fiscal ca-
pacities of local governments. For example, a study of 215
standard metropolitan statistical areas, as defined by the Cen-
sus.Bureau, showed the revenue capacities for local govern-
ment varying from a high of $343 per capita to a low of less
than $100 per capita.

Fiscal efforts by local governments range from a high of
46% above the national average to 40% below the average.

In one study of 222 school districts in eight widely scat-
tered states for the school year 1966-67, the mean school tax
rate on market value of property was 11.479 mills. The dis-
tricts were classified by type of district and the average tax
rate ranged from a high of 13.892 mills in the developing sub-
urbs to a low of 8.971 mills in the major urban core cities. In-
terestingly enough, the major urban core city districts had the
highest mean true market value of property per pupil of any
class of school district. However, the major core cities usually
have ,a higher tax rate for municipal government than for.
other types of school districts.

The range in market value of property per pupil in states
with large school districts such as Florida might be as great
as 10 to 1. In states with a large number of districts, many
of which are small, the range in wealth per pupil is typically
50 to 1.

Since the present system of relying heavily on property
taxes results in inequities in taxation and inequality of edu-
cation as noted in Section III, what can a local school district
do on its own to achieve some sort of equity on both counts?
The answer is "not much.''' About all it can do under the
present system is tax its property owners at an extraordinar-
ily high rate in an effort to provide equal education. Even
then it is not always possible to achieve the goal because of
legal restraints on the amount of taxes that can be levied and
because of understandable taxpayer resistance.

The situation is intolerable if one believes in equality of
education for all youngsters and has consideration for the tax-

19:-.

20



8314

payers who must support many other governmental functions
along with education. Inequities from district to district are
wholly inconsistent with our belief in iducational equality and
may in fact be a violation of the equal protection clause of
the 14th Amendment to the Constitution of the United States.

/n all of this, only Hawaii is in the clear because the tax
revenues for its schools are all obtained from the state and
federal sources. In all of the other 49 states, inequity of tax-
ation and inequality of education exist in a greater or lesser
degree.

20
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V

1

Factors Which
Affect Educational
Needs and Costs

Within the vast area of the 50 states, embracing several
time zones and 3,615,211 square miles, the'configuration of the_
population is of major importance in all phases of national
life, including education. For the latter there are fiscal im-
plications in the fact that :

85% of all Americans live in cities of 50,000 , or.
more.

38% live in cities of 2,500 to 50,000.
27% live in rural America which includes villages
up to 2,500.

Behind the bare statistics of these three classifications
some very dramatic and colorful contrasts are afforded by the
continental United States. They take in such gigantic cities
as the compressed New York metropolitan area and .the
sprawling metropolis in the Los Angeles basin ; the rolling
farm lands of the great Midwest, dotted with towns and cities ;
the wide spreading great plains, deserts and towering moun-
tains of the West ; and the Southland which ranges from the
semitropics of the Gulf to the Blue Ridge Mountains of Vir-

The education available to children in all of these varied
parts of the nation 'is as different as their topography, their
resources, their people , and the many social, economic and
governmental problems with which each must cope, including
the comPlex and inequitable system of local property taxes
which carries the burden of such a large share of school costs.

68-412 0-71-pt 161)-8--8
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At least 80% of the 18,000 school districts ,in var-
ious states do not have sufficient enrollments to
provide even minimally adequate programs and
services without excessive costs. However, -this
generalization does not apply equally to all states. :

Population characteristics affect financing of education.
For example, the needs of a growing population are different
from those of a declining population in any given area. ,In an
area with .a 'declining ,population the, gross per capita cost of
education will not increase as sharply in communities with
few speciai iirograms and services as in communities with
broad, programs.

The age characteristics of the population also are impor-
tant, with trends in birth rates having a direct impact on
school, finance: In some communities there is a heavy con-
centration of persons 65 and older. Where this occurs there
may bean increasing demand for various adult education'pro-
grami or a demand for services that compete with &Ideation
for the available tax money. Or the older residents, having
reared their children and sent them on their way, may not
have as much interest in schools and schoolsupport as they did
in their younger, child-rearing days.

Mobility is a big factor in an America that seems to be
constantly in transit. In one comMunity the schools will close
because the people leave ; in another, with new people pouring
in as a result of a new industry- or the opening of a new re-
source or housing development, the local schools will need to
expand their facilities quickly and often at more expense than
a slower paced and more orderly,expansion would require. Sub-
stantial numbers of pupils ,attend anywhere from.two to four
schools per year, with some:stippage: in individual progress
eacnktime,a move ;is made. :Many schools in the inner, cities
have an ,annual turnover equal, to, more :than twice the number
who enroll duringthe first week of the school year!,

The composition of the mobile school population is also an'
important factor. Often .the children 'speak little or no. Eng-
lish, come. from varying. backgroUnds:- Mexican-American,
Puerto.Rican, Indian or other ethnic groups.' '

The socio-economic composition Of the population of a
,school district affects the 'financing of education in 'special

22
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ways, whether it is indigenous to the district or migratory.
For example:

Children in culturally impoverished areas often re-
quire more services to compensate for handicaps
and learning difficulties.

While the crest of the farm revolution and resulting mi-
gration to villages and sinall cities has passed, education can-
not rest on ,its oars. 'Migrations of families at all economic
levels will continue, primarily to. the big metropolitan areas
where industry, and technology are concentrated.

However, as population leaves one area the needs of that
area will not decrease' as 'fast as' one might expect because
schools in 'sparsely populated areas often require twice the ex-
penditures per pupil for st aff,' materials and buildings as
"schools in more populous areas.

To Meet these challenges two very fundamental changes
are necessary:

'

'1 The governmental and economic 'structure on'
which taxation depends must be revamped ; and

,
' 2 Consolidations of inefficient school districts and

school centers must be stepped up.'

Still Other Factois Bear on Needs and Financing. There
are a number of kinds of programs which will require financial
support over and above that required for tYpical schools if we
are to have equality of education.

It is axiomatic that programs that ,require specially trained
instructors, special equipment, supplementary materials, indi-
vidually designed .curriculums and even specially designed
classrooms and schools cost More, often much more, than the
basic elementary and secondary programs provided by most
school districts.

WHAT ARE SOME or* THESE SPECIAL
EDUCATIONALNEEDS OF CHILDREN?

-1 Early. Childhood Education There is a growing recog-
D

#* nition that educational programs for children in the three to

23
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five year age bracket are important in meeting the needs of
children in these formative years. The current programs
range from the traditional kindergartens, which are caring
for slightly more than three-fourths of the five-year-olds, to
day-care centers, nursery schools and parental education.

2 Special Education for the Handicapped Approxi-

mately eight percent of the total school population will require
special education programs to assist in overcoming mental and
physical handicaps. Children in these categories have needs
which often require that they be separated into special class-
rooms and be taught by teachers with special knowledge and
skills. Other categories of handicapped pupils are taught in
classrooms with nonhandicapped pupils, but need supplemen-
tary services. In many instances, nonteaching specialists of
various kinds are also needed.

Because of family mobility and because many families
choose their residence on the basis of the availability of pro-
grams to help their handicapped child, there is apt to be a
concentration of such children in specific school districts.

3 Compensatory Education Young children and older

youth with serious learning problems, emotional difficulties
and social maladjustments require tutorial and remedial edu-
cational assistance. These children are often the victims of
impoverished home and neighborhood environments, hyperten-.
sion, emotional illness arid lower than average mental ability.
Some may require institutional care while enrolled in compen-
satory programs. Such programs for children five and under
are usually short-term in nature, but programs for the chil-
dren in the age 6 to 12 bracket may run longer and be more
costly.

The programs are directed primarily, in the older group,
to victims of impoverishment and the ills listed above, but also
to delinquents; including school dropouts, unmarried pregnant
girls and a special group of disoriented dropouts. This last
group is made tip of youth so disorganized they can no longer
function in the regular school environment. They must be
served in "continuation schools" which are specifically de-
signed for therapy and rehabilitation.

24
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Most of those requiring compensatory education need noth-
ing so drastic as institutionalizing and special therapy, and
can be helped by instruction in regular groups, additional tu-
toring, small group inatruction, extensive counselling and other
personalized attention. Core cities and some rural areas fre-
quently have a much higher percentage of disadvantaged
pupils in their school enrollment than suburban school dis-

tricts.

4 Vocational Education In an expanding technological

society, the necessity for youngsters to develop vocational com-
petence along with personal-social traits which will help them
relate to other persons, both on and off the job, is ever more
urgent. Such programs should be designed to help young per-
sons evaluate their own aptitudes, interests and abilities as
they relate to the hundreds of occupational opportunities of-
fered by modern society. Effective citizens and family mem-
bers require greater knowledge and skills in consumer and en-
vironmental education.

Despite the needs and demands of our industrial-teehno-
logical society enroyments in public school vocational pro-
grams have always been low, leading to the fact that needed
vocational programs are lacking in many schools.

5 Adult and Continuing Education In the years imme-

diately ahead, programs for adults will require expansion.
They generally fall in three categories : 1) young adults and
persons on low incomes seeking programs that will boost their
earning .capacities, 2) high-income adults seeking programs
for leisure and non-income activities or simply self-improve-
ments and 3) programs'that are mandated for apprenticeships
.and licenses.

While educators are agreed that the demand for such pro-
grams is heavy and will get heavier, most programs in exist-
ence today consist of ad hoc collections of short-term couises
arranged as teachers can be found and as interest is mani-
fested. Few consist of firm curriculums or have the depth
that many adults desire.

36
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6 Special ServicesFood and Transportation At least

37% of the nation's 51'million school children participate in
the National School Lunch Program. About 25% of the
lunches served go to children from needy families. Cities with
populations of over 250,000 serve lunches to the lowest per-
centages of children because of crowded conditions, lack of
facilities and the tradition of "home food service" in neighbor-
hood schools. In 36 large cities the 1,083,263 pupils attending
1,883 schools received no food service whatsoever. However,
the demand is growing with the result there will be need for
lunch rooms, central food processing units, vending systems
and other methods for food preparation and distribution.

School transportation or busing serves a variety of needs
and is an explosive issue in some instances where, at the direc-
tion of school boards or the courts, it is being used to attain
socio-economic-ethnic balance in the schools. It provides a
commuting method for students who live beyond walking dis-
tance to their schools and facilitates the operation of special
services, such as those for the handicapped.

EQUALIZING EDUCATIONAL OPPORTUNITY

'If special programs are more costly than basic
. .znentary and secondary school programsmut'

there is no doubt about ithow are .we. to de;.'
.'termine the financial allocations l'necesSary,:.th ::sUp=".
port these special Programs ?.;':

For example :

Education for the handicapped plus extra funding may be
equal to the basic education provided for all children. Thus,
special education programs tend to be more equal as the cost
differential is added.

26
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TO EQUALIZE EDUCATIONAL OPPORTUNITY WE
WILL HAVE TO CONSIDER :

Differences in the ability and capacity to raise
educational funds.
Differences in youngsters and their needs and the
expenditures necessary to meet the needs.

SOME DISTRICTS HAVE AN INADEQUATE TAX
BASE AND ABILITY TO SUPPORT SCHOOLS:

THE TAX BASE IN SOME DISTRICTS PROVIDES
EXCEPTIONAL SUPPORT FOR THE SCHOOLS:

EQUAL EDUCATION FOR THE HANDICAPPED, FOR
INSTANCE, WILL REQUIRE GREATER EXPENDI-
TURES:

27



8322

How do we establish the cost differentials necessary to
bring about equalization ?

EDUCATIONAL COST DIFFERENTIALS

Educational programs designed to meet the different needs
of pupils vary widely in per pupil cost.

As noted earlier, special programs for exceptional (handi-
capped) children, .and for vocational courses and compensa-
tory classes are "high cost" programs compared to the typical
elementary and secondary instruction programs.

One widely used m?trlIod of comparing the differences in
cost is the so-called "weighted pupil" technique. This pro-
cedure is based on the assumption that pupil-teacher ratios
are less and operating and capital outlay costs are greater for
special education programs.

The weight of "1', is assigned to regular pupils in elemen-
tary schools. If it is found that the cost of educating an ex-
ceptional pupil is approximately twice the per pupil cost of
regular pupils in elementary schools, then the full time pupils
enrolled in classes for the exceptional are given the weight of
4$2111.

The following sample weights computed in the detailed re-
search of NEFP illustrate the concept of weighting to deter-
mine the relative costs of educational programs: .

Ir
i Educational Program.--:-;': -,, i.A . Weight Assigned
i Basic elementary grades 1-6 :.' c 1.00 .

i Grades 7-9 1.20 kr,

e Grades 10-12
t. . 1.40
. Kindergarten 1.30t(, . ....4, Mentally handicapped 1.90 ,

1 '
' Physically handicapped 3.25 li

Special learning disorder 2.40
i Compensatory education ; 2.00 .,

,i
L. Vocational-technical . , 1.80 .

Moto TM weights mei by NXTP ere weights derived from current prao.
ties to Illustrate methods, but are wet tlael. New teekokues sad methods
my Geese the "WOto to ebaose.
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This weighting means for example, if the state foundation
program provides $500 for an elementary pupil, 1.8 times as
much or $900 would be provided for a full time pupil enrolled
in vocational education.

Another method for determining differential costs is the
"adjusted instruction unit" technique. If we assume that one
instructor, plus the necessary supporting staff and facilities, is
required for each 25 pupils in regular elementary schools, then
25 pupils becomes an "instructional unit."

Sample numbers of pupils per instructional unit for the
various types of programs illustrate this concept:

Pupils per
4.J.. Educational Program Instructional Unit I

Basic elementary grades 1-6
Grades 7-9
Grades 10-12
Kindergarten
Mentally handicapped
Physically handicapped
Compensatory education
Vocational-technical

SCHOOL FACILITIES

25.00
20.83
17.86
19.23
13.16
7.69

12.50
13.89

The school building shortage is a reality which cannot be
overlooked in school finance programs. Even with the unprec-
edented increase in school construction since World War II, a
deficit of 500,000 classrooms remained in 1968. This backlog
of needed construction accumulated during the depression
years and World War II. Especially in urban districts anti-
quated and educationally obsolete classrooms which normally
would have been replaced have remained in use.

Between 1948 and 1968 the number of classrooms
constructed each year increased from 80,900 to 75,400, and
the average expenditures per classroom increased from $32,815
to an estimated $67,432. In 1968 the average construction
costa per classroom ranged from a high of $79,151 in Pennsyl-
vania to. a low of .$80,681 in Mississippi.

In the decade of the 1970's the nation will need approxi-
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mately 120,000 classrooms per year at an estimated annual
aggregate cost of $7.8 billions in 1968-69 dollars. There are
those who contend that population control and changes in edu-
cational programs such as the extended school year will reduce
the need for new and expensive building programs, but often
these new educational programs require additional funds in
the folin of more salaries and additional equipment and ma-
terials as well as increased maintenance costs.

The need for new school construction will continue as the
public seeks additional educational programs and services and
as people move about among and within states and local school
districts. Even though a state.or local district may be having
little or no enrollment growth, new school construction may
be.required because changes in housing patterns have resulted
in an enrollment decline in one area and growth in another.
Better utilization of facilities may provide limited relief, but
the need for additional and replacement classrooms will re-
main.

The need for additional school construction is self-evident,
but the solution is more difficult. Historically, local school
districts have had to assume the primary financial burden for
school construction. In programs which ranged from mere
token support to responsible partnership 35 states provided .
funds to local districts for construction in 1968-69. However,
in many states heavy reliance on local property taxes, restric-
tive debt limits and cumbersome referendum procedures have
made it difficult for local districts to provide needed class-
room space.

If these new construction needs are accurate, positive ac-
tion must be taken to provide the needed funds or a morator-
ium on construction will result with millions of school children
being ill-housed and ill-educated. Among the possible alterna-
tives are: 1) state and local indebtedness limits can be in-
creased, or 2) structural changes can be made in state and
local tax systems, or 3) the state can become an active par-
ticipating partner in financing school facilities, or 4) federal
simport can be provided for school construction. In view of
the already overburdened local property tax there seems to be
little choice except for the state and federal governments to
provide funds in the form of grants for new construction and
payment of existing debt.
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vi
Responsibility
for Achieving
Educational
Equality

Q. Who has the authority and responsibility to ;

T: eliminate educational inequities within a state?
A. The state.

The constitution delegates the responsibility for education
to the states and the states in turn created the school districts
for administrative purposes and gave them authority to levy
taxes. It follows that the states are responsible for the inequi-
ties in fiscal capacity which exist among the school districts.
It also follows that the state has both the authority and the
'obligation to remove such inequities. It has the power to re
organize the districts and change their taxing authority as
needed. If a state chooses to refain its existing school district
organizations and their taxes it can, as many states have al-
ready done, distribute school aids in such a manner as to offset
inequities.

Among the courses open to the state:

It can eliminate the local district's authority to
levy regressive property taxes, providing the dis-
trict instead with the entire cost of its program
from state and federal sources which are derived
principally from income and consumer taxes.

If it choses to retain the existing system it can,
as most states do at the present time, reduce in-
equities in fiscal capacity by providing more state
funds per pupil to the districts otless wealth than
to the districts of greater wealth or it could en-
tirely eliminate inequities by distributing what-
ever amounts of state school aid are required to
eliminate the differences in local wealth per pupil.
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It can reorganize local districts to increase their
efficiency and reduce variations in wealth.

It can provide for the extra costs of special educa-
tion programs and the specialized services needed
by some pupils and schools.

As will be seen in Section VIII, it is possible to design fiscal
systems that approach the ideal of complete equalization. Some
plans provide for a high level of equalization; others do little
or simply perpetuate inequalities.

Several general rules of thumb must be considered in the
search for equalization :

1 Full state funding is the surest way to achieve complete
equalization. But if local school districts are to retain taxing
authority, then equalization begins only as the level of state in-
volvement rises above the local effort. No equalization is pos-
sible if state dollars are simply matched with local funds on a
dollar to dollar basis.-

2 When state funds are allocated as uniform fiat grants
on a per teacher or per pupil basis without taking into con-
sideration necessary variations in unit costs and in local tax-
paying abiny, very little equalization is achieved.

3 As the state takes into account variations in unit costs,
the possibility of equalization through the fiat grant method
improves somewhat.

4 Most "equalization plans" are designed to assure each
school district An agreed upon foundation .level of financing
per pupil. There are various kinds of plans which provide
more equalization than the flat grant type of aid. Under these
plans state funds are allocated to the districts to fill the gap
between locally raised dollars and the support the state deems
necessary for each pupil.

5 Even the "equalization plans" may be inequitable if a
high degree of local leeway is allowed above the state founda-
tion financing level.

Equal education can be provided by the school
districts only if they have a high degree of equality
in financial support. The only way this can be
achieved is through a state tax structure and allo-
cation plan which provides each district equal ac-
veils to focal resources.
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VII
The Federal Role

In 1931, the National Advisory Committee on Education,
appointed by President Hoover, said that the American peo-
ple were justified in using the federal tax system to give finan-
cial aid to the states, provided tfiey did not delegate control
to the federal government. Seven years later, the United
States Advisory Committee on Education, appointed by Presi-
dent Roosevelt, said federal grants should be made available
to the states for "all types of current operating eXPenses for
public elementary and secondary schools." The Committee
predicted that the American people would object to any use
'of federal aid as a means of controlling education.

The two reports and subsequent studies emphasized the
need for general purpose grants to supplement state and local
school tax revenues. In the past few years, however, rather
substantial federal aid shifted to categorical grants for nar-
rowly defined purposes.

Among the major road blocks to federal aid for general
purposes are the nationwide controversies over school segre-
gation and aid to nonpublic schools.

However, such special issues aside, it must be recognized
that all sorts of educational problems transcend state lines,
that educational deficiencies cannot be quarantined within
state boundaries and that educational isolationism on the part
of the states would be unsound national policy. The mobility Of
today's population makes it clear that the quality of education
in one state materially affects all other states.

The federal government clearly has a responsibil-
ity to strengthen public schools in a of the states.
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Only by ao doing can any state be protected from
-the spillover effects of educational neglect in other
states.

In addition to strengthening the general on-going educa-
tional program of each state the federal government has spe-
cial responsibilities to :

Disadvantaged Children Culturally disad-
vantaged families migrate from one state to an-
other in great numbers and it is a worthy purpose
of the federal government to assist the states in
providing compensatory education for the children
from these families.

Vocational Education Although the fed-
eral government has done considerable work in this
field, it is generally recognized that unemploy-
ment and poverty cannot be controlled without
suitable training for the world of work. The eco-
nomic health of the nation requires sound voca-
tional programs for the citizens of all states.

Handicapped Children, Many children are
physically, mentally or emotionally handicapped.
It is an appropriate purpose of the federal govern-
ment to assist the states in providing the children
the special educational services necessary to give
these children a chance to share in the American
dream.

Bridging the Gap Another worthy purpose
for federal action is to make contributions to the
public schools to compensate for deficiencies in the
school tax base resulting from the tax exempt
status of federal property.

School Food Services For many years the
federal government has recognized that "promo-
tion of the general welfare" includes assisting in
the elimination of hunger and the improvement
of the health of the nation. The appropriation of
federal funds for the school food service programs,
including school lunch, school milk, special assist-
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ance for needy and similar programs, are cursist-
ent with legitimate national purposes.

Whatever federal grants are made in the days ahead, they
should NOT by-pass state governments; instead, federal grants
for public schools should be made to the state education agency
for allocation to local schools in accordance with state plans.

Amounts of federal funds to individual states should be
determined by objective formulas and in no case should a fed-
eral grant be contingent upon meeting requirements which
prevent a state from developing a sound and equitable state
finance plan. Only by preserving the right of a state to adjust
its financial program can the state discharge its obligation to
the overall education partnership.

Accounting and auditing safeguards for federal funds
should utilize the procedures that the states use to safeguard.
their grants to local systems. Separate accounting and audit-
ing procedures should be superimposed on the state processes
only if the latter are inadequate.

Since there are currently in operation 132 educational pro-
grams administered by the U.S. Office of Education, the school
lunch program by the Department of Agriculture, education
programs for Indian children by the Bureau of Indian Affairs,
and numerous science programs by the National Science Foun-
dation, a fair question is:

Does the combined effect of all federal programs
promote the development of adequate public school
programs in all states?

There are serious questions about the effective operation
of federal aid programs. There is evidence that the combined
effect of numerous categorical aids has produced a deluge of
red tape that has hampered public schools; that educational
talent has been wasted in preparing applications for small
amounts of federal money; that the emphasis upon innovation,
and the search for funds to subsidize it, has resulted in the
neglect of programs which have proved valuable in the past.
In short, there is a growing conviction that the constantly ex-
panding list .4:1 federal categorical aids has produced confu-
sion, instability and distortion of educational emphasis.

In its analysis of federal categorical grants, NEFP found

4
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that temporary programs tend to continue beyond their use-
fulness and that if they were excluded it would be possible to
consolidate continuing categorical aids into six major blocks
which would simPlify application and reporting procedures

. under state plans. The six blocks :

Vocational Education

1 2 Research and Development

3 School Food Seivice

4 Education for Handicapped Children

5 Education of Children of Low Income Families

6 Compensation to Schools for Federal-exempt
Property

In addition to such block grants, federal action is needed
to increase general purpose income for elementary and second-
ary schools. One approach might be to relieve the states of
some of their other burdens, especially welfare costa. How-
ever, even if this were done and then supplemented with a
revenue sharing program, adequate educational programs
could not be achieved in all states unless an adequate part of
the shared revenues was earmarked for education.

Herewith are three plans and one combination for general
federal aid to education :

rPlan I A national foundation program for a min-
imum level of education for all districts financed
by a combination of federal, state and local funds.
Under this plan, the federal government would
provide the differences between the cost of a na-.
tional uniform foundation program of education
in a state and the amount of funds that a state
could raise in state and local school revenue from
a nationally uniform tax effort in proportion to the
ability of that state.
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Plan II Equal grants per student with no re-
quirement of state or local effort to support edu-
cation.

°Plan III Equal grants per student for equal re-
quired state and local effort in proportion to abil-
ity. This is the same plan as Plan II except that
each state in order to receive its full entitlement
of federal funds, would be required to make a na-
tionally required minimum tax effort for schools
in proportion to its ability.

Plan IV A combination of Plans I and II. Each
of the approaches emphasizes a different federal
purpose. The purposes would be to :

Equalize educational opportunity among the
states. .

Transfer the administration and control of fed-
eral aid from Washington to the states.

Relieve the state and local tax burdens of all
states.

Stimulate or at least preserve state and local
tax efforts to finance education.

Develop a plan which would be politically ac-
ceptable to all or most of the states.

Plan I, or the national foundation program approach,
equalizes the financial rasources available per pupil better than
any other approach. It would also tend to transfer the con-
trol of federal aid from Washington to the states. However,
it would not relieve state and local tax burdens in all the
states, nor would it stimulate state and local effort in all states
because under this approach a number of states would receive
little or no aid, hence would not be likely to find the plan po-
litically acceptable.

The other plans, too, have strong and weak points. It is
not anticipated that any of them would result in a reduction of
present state and local support to education. However, it is
assumed that the need for further increases in state and local
taxes to meet rising school costs would not be so urgent if the

68-41 2 0-71--pt 116114-4
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federal government supplied 20% or, better yet, 30% of reve-
nues for the public schools.

What is the bait plan then? The best one can be deter-
mined only in terms of the purposes desired to be served by
general federal aid and their order of importance. It is, of
course, the responsibility of the people, acting through their
elected representatives, to make the determination.

On the question of controls, with proposals ranging all the
way from none at all to detailed iontrols similar to those now
being exercised over some categorical grants, the National
Educational Finance Project favors the minimum of controls
over federal aid necessary to achieve the purposes of the grant.
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VIII
Blue-Prints
for State
Educational
Equality

All states are faced with the monumental task of providing
enough money to assure equal educational opportunity for
their citizens. It can be accomplished in a number of ways.
It is possible to create a number of alternative models and
variations of them for a state to use in financing its school
system. Clearly no two states are identical. There are, how-
ever, many common elements in their school districts and in
their financing problems.

The NEFP found it possible to use certain broad classificsi-
tions.to create alternate models which could be compared for
their desirability in achieving the primary educational goal of
equal education for all. Through the use of modern research
technology and computer systems, it is possible to develop
reasonably accurate processes and to analyze and evaluate the
probable consequences of the alternate models. Using these
models, a state may simulate alternate patterns of school fi-
nance to determine which is most effective in meeting the
needs of the state, the local school districts, the taxpayers and
the students.

School finance models have two major dimensionsraising
of revenue and allocation of funds.

The _Revenue .1)imension The type of taxes levied
by each level of government and the progressivity
or regressivity of the different types of taxation
are the concern of this dimerision. The three
principal types of models (exclusive of federal
support) are those with complete state_ supp9rt,
those with joint state-local iutfidirita thine with
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complete local support. Further considerations
can be given by adding various degrees of federal
support.
The Allocation Dimension This aspect concerns the
ways in which funds are allocated to school dis-
tricts to meet the needs, services and programs of
students. The allocation models are of two princi-
pal types: the fiat,grant_moder' in which state
funds are allocated without regard to variations in
the districts' local tax paying ability; and, the
"eqtjalizatorll er which allocates greater funds
to districts of less wealth (i.e. local taxpaying
ability) than to the districts of greater wealth.

School finance models designed by NEFP were based on a
prototype state thatliad a wide range of conditions among its
school districts. The model state had 82 districts of at least
1,800 pupils each in order to eliminate the most inefficient dis-
tricts from the prototype state. All of the districts of the pro-
totype are types of real school districts that can be found in
most states. It is impossible to develop a school finanie plan
which is equitable to children and also equithble to taxpayers
in a itate with inefficient small school districts gerrymandered
so as to sequester wealth and to disequalize educational oppor-
tunity,

The soreeetspe dd. bee IS &Wets ilemmelsitaie mot et the Wes of
imbed Met dew sew fetid is the U.S.
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The 32 school districts include large core city districts,
suburban districts, medium size city districts, small cities and
rural districts. Also included in the prototype state are dis-
tricts with high and low equalized valuation per pupil, districts
with high and low personal income per pupil and districts
with high and low percentages of culturally disadvantaged.

For the purposes of illustration in this volume, eight dis-
tricts from the prototype state were selected to show how
school finance models can be simulated and how the district
would be affected by various methods of obtaining and allo-
cating revenue.

The eight districts selected for the following examples can
be identified as follows:

District 1 A large suburban municipality, surrounded by
other large suburbs. The backbone of the economy of this dis-
trict is a very large heavy manufacturing plant, plus several
small machine shops. Housing in half of the district is early
1900 vintage and half is post World War II. This district
ranks lst in the state in terms of property tax evaluation per
pupil and 2nd in personal income.

District 5 A largely rural district with portions relatively
isolated geographically. Over 75% of the land is arable, so
agricultural production and food processing provide the prin-
cipal employment opportunities. There is also a resort and
vacation area in a portion of the district. The district ranks
5th in property value per pupil and 6th in personal income.

District 9 This is a spariely populated rural district. Food
production and agricultural activities constitute the principal
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sources of income and employment, with some resort and rec-
reational attractions. The district ranks 9th in property value
per pupil, but 28th in personal income.

District 13 A rural district with the largest farms in the
state. Agriculture is about equally divided between crops and
livestock. Food processing is the chief industry. Summer
recreational resorts supplement the economic base. The dis-
trict ranks 13th in property value per pupil and 18th in in-
come.

District 17 A suburban rural district with a city of 28,000
that is part of the state's largest metropolitan area. Indus-
trial plants and a large airport are found in the district. There
is some farming, fishing and recreational activity in portions
of the district. Two medium sized colleges are found within
the geographic area. Although the district ranks 17th in
property value per pupil, it ranks 14th in personal income.

District 21 This district includes the state's leading in-
dustrial center, although it is basically a rural valley which in-
cludes the state's sixth largest city. Over two-thirds of the
land area is devoted to fruit production, livestock and dairy-
ing. The economy is strengthened by several heavy industries
and serves as a wholesale distribution center. Although the
district ranks 21st in property value per pupil, it ranks 17th in
hwome and 12th in sales.

District 25 This urban district serves as the center for
trade and industry for the state. It includes one of the ten
largest cities in the United States. The district maintains the
largest school population in the state, nearly 30 percent of the
entire state's students. Included in the district are two state
supported colleges and eleven private institutions. The dis-
trict ranks 25th in property valuation, 11th in income and 9th
in sales.

District 31 An isolated district in a rather hilly area of
the state. The terrain provides opportunities for summer and
winter sports and the production of timber and forest prodt
lids. A small amount of coal is still mined, but in greatly re-
duced quantities from previous years. Agriculture is very
limited and industrial opportunities few. By all economic
measures the district is at or near the bottom. The district
ranks 31st in property value per pupil and 32nd in personal
income.
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In order to compare alternate models, assumptions were
made that the total revenue available from all sources in each
model was the same even though the proportion from state
and local sources was different. It was also assumed that all
districts levied the legal limit of taxes permitted by the state,
except in the model that provides for state incentive grants
for extra local effort.

FINANCE MODELS FOR THE PROTOTYPE STATE

Different_models may be designed by. alteying
of statiind local revenue derived from various sources_and
adjusting the allocation of funds within the state. By exam-
ining each model it is possible to determine the degree of equity
in the state's school finance program in each alternative. The
following seven illustrations demonstrate the fiscal impact dif-
ferent financing methods hai,e upon school districts.

Complete Local Support Model

This model illustrates the extreme inequity created among
districts if schools are totally supported by local revenues. Be-
cause local revenue is based largely on property tax valuation
the availability of revenue will vary widely according to the
comparative wealth of the district If school revenue were
based on a millage such as 32.6 levied on the equalized value
of property, the model on page 44 would appear. .

It becomes obvious that school revenue based solely on the
tax valuation of the local district will provide unequal school
financing and thus unequal educational opportunity. A
wealthy district, such as District 1, may have several times
more money per pupil than the poorer districts (numbers 25
and 31).

Dollars in these models are expressed in terms of weighted
pupils in order to provide for variatirms among the districts
in the concentration of high cost pupfls. The weighted pupil
unit is a more accurate measure of educational need than un-
weighted pupils because it provides for necessary cost differ-

..entials. Revenue for pupil transportation has been excluded
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from these charts in order that the educational needs of all
districts could be expressed on a comparable basis.

f"
Flat Grant Model

This model provides for a basic state grant to each district
based on the number of students without taking into account
variations among the districts in local taxpaying ability. Local
revenue is provided on the basis of an established millage rate
on local tax valuation, such as 12 mills. The actual dollar
amount of local revenue will, of course, vary according to the
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wealth of the propPay and other local tax sources. This is
one of the most primitive methods of apportioning state school
funds (especially if apportioned on an unweighted pupil
basis), although still used in many states for allocating a por-
tion of their school funds.

If state funds are allocated on the basis of $352 per
weighted pupil in the prototype state, under the flat grant
model the district school revenue would appear as follows:

9

17

31
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In this flat grant model, the wealthiei districts, numbers 1,
5 and 9, with high taxpaying ability have substantially more
resources for schools when the flat state grant is combined
with the local revenue raised from the high property tax base.

45



8340

The poorer districts, with lower tax valuations, such as num-
bers 25 and 31, have a very low tax valuation base and conse-
quently revenue based on the same 12 mills is not great. In
these instances the iotal funds per child from both state grants
and local revenue are near!y half those of the most wealthy
district

Under the flat grant method of school financing, equaliza-)
tion of educational opportunity for all students in the state is
virtually impossible, although the higher the percentage of,1
state financing the greater the level of equalization.

The flat grant model presented in this chart assumes that
the state funds are di.stributed in an equal amount per
weighted pupil. If flat grant state funds are distributed in
an equal amount per unweighted pupil, the inequalities would
be considerably greater than those shown in this chart.

The number of weighted pupils in a state is always greater
thari the number of unweighted pupils. For example, in the
prototype state, the number of weighted pupils is 1.37 times
the number of pupils in average daily membership. There-
fore, a state appropriaticn of $325 per weighted pupil is equiv-
alent to a state appropriation of approximately $482 per pupil
in average daily membership. Since the charts for all of the
models illustrated are expressed in dollars for weighted pupil,
one can approximate the dollars per pupil in average daily
membership by multiplying the amounts shown in the charts
by 1.37 except that the ratio of weighted pupils to unweighted
pupils varies somewhat among the districts.

The level of school financing shown in these models is very
low and is not intended to suggest the level needed. The
amounts of funds shown in the mridels are purely for the pur-
pose of demonstrating the relative effect of the alternate
models. The relative impact of the different models on equal-
ization would be the same regardless of the level of financing
used in the models.

Equalization ModelWith Substantial Local Leeway

Various forms of equalization models are designed after
the most commonly used method for apportioning state school
fundsthe Strayer-Haig formula. tinder this formula, the
cost of the foundation program which the legislature desires
to guarantee for each district is computed and from that cost
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is deducted the amount of funds which each dktrict can raise
locally through a minimum required local tax effort and the
difference is allocated to the district from state funds. As the
name implies, the model is intended to secure equalization of
school funds among the districts in the state through the allo-
cation of state funds.

There are many variations of this plan that have greatly_
different consequences. The critical element of the equaliza-
tion models is the degree of required local effort and the
amount of local leeway permitted. In the model below, less,,
equalization occurs when substantial local leeway is allowed.

This model demonstrates the result when 5 mills of local
effort is required and 7 mills of local leeway permitted.

District

21

518
MI Local Effort
MR Required-5 mills

Ei
31 491

State Foundation '
Allocation

Local Leeway
Permitted-7 mills

I I I I I I I s

100 200 800 400 600 600 700 SOO 300. 1000 1100 1200 2300 1400

Total dollana per weighted pupil par yew
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Although this model approaches equalization, it permits
considerable inequity between wealthy and poor districts. It
should be noted that a high degree of equalization occurs when
the state foundation allocation is added to the required local
effort of 5 mills ; however, the large leeway of 7 mills tends to
disequalize the distribution of school funds among the dis-
tricts.

Equalization ModelWith Minimal Local Leeway

This model Illustrates how greater equalization will occur

District

1

5

13

17

21
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Loud Lonny
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100 SOO $00 400 500 400 700 $00 000 1000 110 1104 1500 1400

danara par weights4 intpil por per
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as the amount of required local effort is ir ;reased and the
amount of local leeway is decreased. In the model 10 mills are
required as the level of local effort and the state foundation al-
location is made on that basis. Local leeway of 2 mills is per-
mitted.

The small amount of local leeway tends to make the equal-
ization formula more effective in achieving an equality among
the districts.

Equalization ModelWith No Local Leeway

This plan provides for complete equalization among dis-
Dietrict

5

9

13

17

21

'1

117aat

$ 1564

$ 1564

$ 156,1

$ I. 564

$ 1 5641

$ 1564
Local Effort

RR Required-12 mills
17:1 State Allocation to

Meet Accepted State Level

100 ROO $00 .400 500 400 700 1100 300 1000 1100 1200 1300 1400

Intel dollar. per weighted pupil paver

4".
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tricts in the prototype state by requiring a uniform local ef-
fort (i.e., 12 mills) without provisions for local leeway. The
Strayer-Haig formula is used as the basis for state allocations.
The local effort plus the state allocations brings each district
up to the accepted state level of school finance, thereby creat-
ing full equalization.

Under the complete equalization plan, the wealthier dis-
tricts (with greater taxpaying ability) will receive smaller
state allocations in order to reach the accepted foundation of
school Anancing for each pupil. This model assures all young-
sters in the state equal resources for education.

Full State Support' Model

Another plan to achieve complete equalization is to have
the state assume full responsibility for school support and allo-
cate funds equally, to each district. The full state support
model would presumably eliminate local taxes as a basis for
school financing.

Tile full state support model provides essentially the same
level of school financing as the "equalization modelwith no
local leeway." In effect the state has assumed the 12 mills
local effort and abolished local taxes for school purposes. This
plan', of course, provides for complete equalization. It is
equivalent to the Hawaii plan for school financing which op-
erates under a single school system for the. entire state.

Incentive Grant Model

Many educational and political' policy makers are con-
cerned that the various forms of equalization tend to discour-
age local initiative and special effort on behalf of the local
school system. Some communities seem willing to make an
additional tax effort to provide a margin of excellence in local
schools beyond that required by the state. The incentive grant
model was developed several years ago and is used in several
states,to stimulate innovation and improvement of the quality
of education. It is based on the theory that the state should
reward the local school districts which exert greater-than-
required local finance effort. Under this plan, the state would
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increase the level of the state foundation allocation when the
local tax funding effort was increased above the uniform level.

It is important to note that under this plan all students in
the state, regardless of wealth, would have at least a minimum
state foundation program at the same level. If the state in-
creases the allocation to match the increased local effort, the
effect is the establishment of a variable level foundation pro-
gram.

If local effort of 10 mills is required with extra-effort local

District

1

9

.13

17

21

311

S. 1564

$ 1564

$ 1564

$ 1564

$ 11564

$ 1564

$ 1564

$ I 563
EjState Irf...ndation Allocation

I 1 1 I
100 100 300 400 600 600 700 00 SOO 1000 1100 1200 1100 1400

Total dollars per weighted pupil per year
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leeway up to 7 mills permitted, and incentive grants added to
the state foundation, the model would appear as follows :

Dietrlet

111 Local Effort
RequIre4-10

SS Extra Effort
14 to 7 Wile

ID $tate Foundation Allocation
and Incent1.1 Grant

I I V I

100 200 300 400 SOO 100 700 GOO 000 1000 1100 1200 11100 1400

Total dollar. par weighted pupil par year

The incentive grant is especially important to districts,
such as 17 and 25, where the full 7 mills extra local effort was
made. In both of these moderately poor districts the extra
local effort was rewarded by very substantial grants from the
state. This model encourages both the state and local districts'
to provide a higher level of school financing than the other
models, although the benefits of this extra effort are spread un-
equally over the state.

The incentive grant model is desirable from the standpoint
of encouraging local effort, initiative and innovation in some
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districts, although it has a number of undesirable side effects.A
Primarily, it tends to disequalize educational opportunity I

within a state and it makes the quality of a child's education I

dependent upon the willingness of the people of his district to
vote extra local property taxes. The plan also tends to increase
local taxes and expands state allocations proportionate to the
expansion of local taxes. Many believe that a system which
allocates funds on the basis of "the more you spend locally,
the more you get from the state" is irrational as a basis for
allocation of the nation's resources.

Other Variables Influence the Models

In comparing these seven alternate models and others
which can be designed, consideration should be given to a va-
riety of other factors that influence educational costs.

These models illustrate possible ways in which state and
local governments might approach the task of securing reve-
nue and allocating it to support school districts. It is obvi-
ously impossible to cover in this limited presentation of models
all possible variables that could possibly change the allocations
of funds and the revenue effort required by the state and local
districts.

These factors include:

As an alternate, the adjusted instructional unit
technique could be used to account for differences
in types of districts, special programs required and
the like.

Costs for transportation of pupils may vary greatly
among districts according to geographical distri-
bution of pupils or desire to use busing to achieve
racial balance.
Cost of living differences among various districts
may be substantial and require adjustments among
districts.
The allocations of federal funds may affect other
finance allocations by substitution for or supple-
mentation of state or local funds.
Differences ainong districts for food services and
other special facilities to meet local needs may re-
quire financial adjustment.
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Capital outlay needs may differ greatly among
school districts and add to the task of obtaining
equalization.
Equal access to quality teachers may require sup-
plements to salaries or other incentives for person-
nel in remote rural or urban ghetto areas.

These and other factors must be considered by school fi-
nance designers and state policy makers in creating the model
to meet fully and equitably the needs of each state.

What Guidelines are Suggested by These Models?

These school finance models, and a dozen others created by
the NEFP researchers, offer the states' political and educa-
tional leaders a number of fundamental guidelines for estab-
lishing educational equality among school districts.. The fol-
lowing principles are applicable to nearly all states and school
districts :

r-
1 State fundsdistributed by any model exam-

inedprovide for some financial equaliza-
1

tion, but some finance models provide more
equalization than others.

2 The flat grant model provides the least finan- =
cial equalization for a given amount of state
aid of any of the state-local models because it
does not take into account the variations in f
wealth of the district.

8 A fiat grant model which takes into account
L. some of the cost variations per pupil (i.e.,
i.

weighting pupils, even though it ignores vari-
ations in wealth, provides more equalization
than the flat grant model which fails to pro-
vide for any cost differentials and variations in

1

wealth.
4.The equalization models which take into ac-

i' count cost differentials of various programs and
r variations in school district wealth are the

g - ., most efficient methods for equalizing financial'
(..: . resources in states using state-local revenue 4
E. .. allocations. .
k&a.=:=.4............. ...lam...A ..6. i S I A..;....... . ..,.:J...i....Al'i A.. se A.K. .........::...I.A.....1
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5 In equalization models, the greater the local tax
leeway the less the equalization.

6 Complete equalization is attained only under a
plan of full state funding or an equalization
plan which includes all local school taxes in the
required local effort for the state foundation
program.

7 The higher lie percentage of school revenue
provided by the state, the greater the equaliza-, tion of financial resources among districts.

8 The higher the percentage of school revenue
provided from local revenue, the greater the
possibility for unequal financial resources and
unequal educational opportunity in the state. A
complete local support model provides no equal-
ization among districts whatsoever.

9 The higher the percent of state funds provided,
in relation to local revenue, the greater the pro-
gressivity of the tax structure for school sup-
port. State tax sources are generally more
progressive than local tax sources.

10 The higher the percent of federal funds pro-
vided in relation to state and local revenues,
the greater the progressivity of the school tax
structure because federal taxes are generally..
more progressive than state and local taxes.

WIIICH MODEL IS BEST?

After analyzing these models and the many variations of
them, what plan would be considered best for a state or school
district?

The answer depends entirely on the values and
goals of those making decisions on school finance
in the state and districts.
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IF YOU BELIEVE . . .

1 That educatichal oppor-
tunites should be substan-
tially equal, but that dis-
tricts should be left with
some tax leeway for en-
richment of the founda-
tion program . . .

2 That educational oppor-
tunities should be com-
pletely equalized financial-
ly . . .

3 That all children, regard-
less of variations in their
ability, talent, physical
condition, cultural back-
ground or other variables,
have a right to an edu-
cation to meet their in-

. dividual needs . . .

4 That educational oppor-
tunity should be substan-
tially equalized among the
states . . .

5 That taxes for the support
of public schools should
be relatively progressive
rather than regressive . . .

6 That public education
should tend to remove the
barriers between caste and
class and provide social
mobility

YOU WILL UNDOUBTEDLY
PREFER . . .

An equalization model with
tax leeway provisions for the
district. The more equaliza-
tion desired, the less leeway
will be provided.

A complete state support pro-
gram.

A model which will incorpo-
rate the necessary cost differ-
entials to meet the needs of
all pupils.

A model which provides a
substantial percent of federal
support apportioned in a
manner to equalize opportun-
ities .among states.

A model which provides a
high percentage of revenue
from state and federal
sources.

A model which does not pro-
mote the segregation of pupils
by wealth, race, religion or
social class.
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IF YOU BELIEVE . . .

7 That all essential func-
tions of state and local
government should be
equitably financed in re-
lation to each other.. . .

8 That the educational out-
put per dollar should be
maximized . . .

9 That a "federal" system
of government is most
desirable providing
clearly responsible local,
state and national author-
ity

10 That education for all is
essential to the successful
operation of a democratic
form of government in a
free enterprise system and
that it is essential to the
economic growth of the
nation and to the fulfill-
ment of the legitimate
aspirations of all persons

YOU WILL UNDOUBTEDLY
PREFER . . .

A model which does not en-
courage state and federal
funds to be allocated to local
governments on the basis of
"the more you spend locally,
the more you get from the
central government."

A nio' del which promotes effi-
cient district organization and
efficient schools within .dis-
tricts.

A model which will enable
public educational decisions
to be made at the lowest level
of government where they can
be made efficiently. Thus, de-
cisions should not be made at
the federal level if they can
efficiently be made at the
state level ; states should not
make decisions when they can
be made efficiently at the local
level.

A model of education suffi-
ciently financed to meet each
state's and each individual's
educational needs adequately
to enable each person to at-
tain his highest level of po-
tential.
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Ix
What Lies Ahead?

The pressing needs of the schools have met steadily increas-
ing resistance upon the part of the people who foot the bills,

the taxpayers. Inflation, heavy federal expenditures for an
unpopular war, a high rate of unemployment, an unstable
economy and the rapidly rising costs of practically all state
and local governments (including expenditures for education)
have undoubtedly all contributed to the taxpayer revolt that
is not confined to taxes for education.

The Vietnamese War is being brought to a close and steps
have recently been taken to halt inflation, stabilize the econ-
omy and reduce unemployment. It is hoped that these meas-
ures will remedy the major causes of the taxpayer revolt, not
only to financing education, but also to financing other func-
tions of government that are essential to the welfare of the
nation.

The problem of educational equality also will be a major
one in what rem'ains of the 1970's and no doubt in the decades
beyond. The California State Supreme Court decision, which
held that the unequal financing of public schools through the
use of local property taxes discriminates against the poor, and
the filing of similar suits in other states insures a struggle to
restructure school financing in the days ahead. The road
to fiscal equality in education may be more tortuous than the
one that leads toward racial integration in education.

If the legislatures meet the .tax problem forthrightly and
are able to institute equitable taxes for the schools, they will
have taken an important step toward restoring public support
of education.

.

What more should we expect during the Seventies?
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Economists are confidently predicting that the remainder
of the deca de will see a steady growth in population and that
it will be more affluent and better informed than ever before.
They predict individUals will earn more, spend more and save
more. If there is validity in their optimistic expectations, then
we must anticipate and prepare for continued growth in edu-
cation.

Americans can properly expect expansions in the field of
early childhood education and programs for exceptional chil-
dren. Vocational education and adult education at all levels
will need to be expanded to meet the needs of a growing and
more demanding nation.

If we are to have equality of education, which ought to be
a Number One goal in all states, it will be necessary to move
ahead on all fronts. It calls for combined and concentrated
effort on the part of all three levels of governmentfederal,
state and local. But the first and most important step is to
set up long range, equitable financing for education. A hodge-
podge, patchwork system of property taxes, varying from dis-
trict to district and state to state will no longer meet the re-
quirements of American education nor will the taxpayers tol-
erate it.

If the American dream of quality education for all the
nation's children is to me met, then the policy makers and con-
cerned citizens, which should include everyone, must ask them-
selves some searching questions :

What educational programs and services will be funded in
the states' school finance plans and for whom will these
programs be provided?
Will state funds be apportioned on the flat grant basis
which ignores differences in the wealth of local school dis-
tricts or on the equalization basis which provides more

. state funds per unit of educational need to poorer districts
than to richer districts?
Will necessary variations in unit costs of different educa-
tional programs and services be recognized or ignored in
allocating state funds on either the flat grant or equaliza-
tion basis?
What proportion of school revenue will be provided by the
state and what proportion from local sources and what
proportion by the federal government?
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How progressive or regressive will be the state's tax struc-
ture?
To what extent will the state provide for financial equaliza-
tion of educational opportunity among school districts of
the state?
To what extent does the federal government have the re-
sponsibility to eliminate educational inequalities among the
states?
What are the financial needs of the public schools and how
nearly can these needs be met taking into consideration
needs for other governmental services and the financial
ability of the state to provide them?
Is America willing to take the bold steps necessary to make
the dream of equal educational opportunity for all truly a
reality?

THE CORRECT ANSWERS MUST BE FOUND

BY "WE THE PEOPLE" I
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RELATED CORRESPONDENCE TO FUTURE DIRECTION FOR SCHOOL FINANCINO

DECEMBER 22, 1971.
Dr. ROE L. Rums,
Project Director,
National Education Finance Project,
1212 Southwest Fifth Avenue, Gainesville, Florida 32601.

DEAR Dn. Jon Ns: The NEFP has made a major contribution to the analysis
and understahding of problenls related to the flnnneing of the nation's public
schools through the issunnee of Future Directions for School Financing. Both
this pamphlet and the Project's five volume comprehensive study of finance in-
equities in funding elementary and secondary education in the United States
should serve as a useful guide to legislators, ydueation administrators, and the
public at-large.

Unfortunately, the five-volume study and the (11-page summary omit three
important elements that bear heavily on policy choices for correcting school
finance inequities now facing state legislators throughout the country.

First, the NEFP reports proceed under the implicit assumption that a dollar's
worth of purchasing power buys the same amount of education in a central city
school district fIR it does in a rural school district. This patently is not the ease,
and studies are urgently needed to document the exact extent of the reduced
spending power of the central city school districts.

Secondly, except for an infrequent statement, NMI' largely ignores the im-
portant policy concept of "municipal overburden". That is, by virtue of the in-
creasing denland for municipal services made upon central cities both by their
residents and eich lents of adjoining municipalities, central city govermnents are
currently taxing themselves beyond the point of diminishing returns. With
businesses migrating from the cities to the suburbs in search of favorable tax
benefits, it seems unjust and unwise to characterize central city school districts
as being wealthy and then to follow NEFP's suggestion that they tax themselves
at higher rates.

Third, although NMI' acknowledges the existence of Serrano v. Priest (the
California Supreme Court decision which declared that inequities in that State's
school finance system amounte(l to a violation of the United States Constitution),
the various alternative school finance plans discussed in its sununary report are
not examined in the context of constitutional considerations. The critical question
raised by the California court for constitutional inquiry .was whetlwr or not a
state's school financing plan based per pupil expenditures on the taxable wealth
of local school districts, thereby discriminating against poorer districts. Indeed,
many of the financing alternatives considered in the NM' report base school
expenditures on unequalized local wealth and thus would be unronstitutIonal
under a Serrano-type decree.

It would be unfortunate that if at this critieal juncture, a publication that will
be widely distributed and will unquestionably produce a great impact on state
legislators did not provide adequate guidance as to the potential constitutional
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problems that might arise from the enactment of legislation which allowed school
expenditures to be based on local wealth.

We urge the Project to include consideration:of these subjects in an addendumto its report.
Very truly yours,

CARL HOLMAN,
President, National Urban Coalition.

DAVID SELDEN, .

President, American Federation of Teachers, AFL-CIO.

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

REPORT OF THE COMMISSIONER'S AD HOC GROUP ON SCHOOL
FINANCE

EXPENDITURES

Over the past 10 years, expenditures for public elementary and secondary edu-
cation have been increasing at a rate 43% higher than the increase registered
for the economy as a whole. The 10 year annual growth rate of 9.7% for total
school expenditures compares with a tate of 6.8% for GNP (both in current). The
1963-1968 growth rate in educational expenditures per capita is 2.75 times the
rate of increase in personal income per capita. The 1969-70 increase of 10.4% in
school expenditures was 4.3 percentage points higher than the 6.1% gain in GNP.

USOE has supplied tables comparing 16-year growth in educational expendi-
tures per pupil to state and local revenue per capita. This shows a growing diver-
gence in the ability of the revenue capacity to keep pace with expenditure in-
creases (see p. 6). These overall national tables only understate the cost-revenue
'oqueeze in particular districtsespecially core cities.

The total cost of public elementary and secondary education has more than
doubled iu the past ten years, increasing from $15.6 billion in 1959-60 to $39.5
billion in 1969-70. Total elementary and secondary educational expenditures,
including current expense, capital outlay, and interest, rose from $35.8 billion
in 1968-69 to $39.5 billion in 1969-70 for an increase of 10.4%. During this same
period the total current expenditure, the largest and most significant component
of which is teachers' salaries, increased from $29.0 billion to $32.3 billion for an
increase of 11.2% (Tables 1, 2, 3). An increase in enrollment in public elementary
and secondary schools from 36.3 million to 45.7 million from 1960 to 1969 was a
cause for part of the total increase in expenditures for public elementary and
secondary education. A projected figure for 1975 indicates a further increase to
40.4 million.
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TABLE I.-TOTAL EXPENDITURES FOR PUBLIC ELEMENTARY ANO SECONDARY SCHOOLS

School year

(I)

Amount
(In thousands)

(2)

Percent
increase over

1959-60

(3)

Percent
increase over
previous year

(4)

1959-60 $15,613, 255
1960-61_ 1 16, 807,934 7. 7 7.7
1961-62_ 18,373,339 17. 7 9.3
1962-63 1 19,735, 070 26. 4 7. 4

1963-64 21, 324,993 36.6 8. 1

1964-65 1 23,029,742 47. 5 8.0
1965-66_ 26,248, 026 68. 1 14. 0

1966-67_ 1 28,352, 330 81.6 8.0
1967-68 1 31,917,850 104.4 12.6
1968-69_ 1 35,782,262 129. 2 12.1

1969-70
1 39,494,111 153. 0 10.4

1 NEA Research Oivision estimates.

Source: Figures lot 1959-60 to 196545 from: U.S. Oepartment of Health, EducMion, and Welfare, Office of Education.
Olgest of Educational Statistics, 1958. Washington, 0.C.: Govern ment Printing Office, 1968, p. 59.

Figures for 1966-67 forward from: National Education Association, Research Olvision. Estimates of School Statistics
1969-70. Research Report 1968-R15. WashInaton, 0.C.: the Association, 1969, p.19. "Financial Status of tho Public Schools
1970," Committee on Educational Finance, National Education Association, Washington, O.C.

TABLE 2.-GROSS NATIONAL PROOUCT

School year

(1)

GNP
(In billions)

(2)

Percent
increase

over
1959-60

(3)

Percent
increase

over previous
year

(4)

1959-60 $495. 6

1961-62 541.7 9. 3 9. 3

1963-64 610.6 23. 2 12. 7

1964-65 655.6 32. 3 7. 4

1965-66 718.5 45.0 9. 9

1966-67 771.1 55.6 7.3
196748 827.6 67. 0 7. 3

1968-69 900.6 81. 7 8. 8

1969-70 l 955.3 92. 8 2 6. 1

I 2d quarter of 1970 estimated by NEA Research Olvislon.
'Total expenditure for elementary and secondary public education increased by 10.4 percent.

Source: U.S. bepartment of Commerce, Office of Business Economics. Survey of Curfent Business 45:24-25, August 1965;
48:19, July 1968; 49:17, July 1969. Council of Economic Advisers. Economic Indicators, May 1973, p. 1. "Financial Status
of the Public Schools, 1970," Committee on Educational Anance, National Education Association, Washington O.C.

7 4
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TABLE I.CURRENT EXPENDITURES FOR Pup In ELEMENTARY AND SECONDARY SCHOOLS

School year

(1)

Current expenditures for public elementary and
secondary day schools

Amount
(In thousands)

(2)

Percent
increase

over 1959-60

(3)

Percent
increase over
previous year

(4)

1959-60 $12,329,389
1961-62 , 14,729,270 19. 5 12.0

1963-64 17,218, 446 39.7 10.3

1965-66 21,053,280 70. 8 13.5

1966-67 I 22,854,760 85. 4 8.6

1967-68 1 25,769,474 109. 0 12.8

1968-69 1 29,040, 075 135. 5 12.7

1969-70 1 32,280,936 161. 8 1 11.2

NEA Research Division estimates.

Sources:
Figures for 19l9-60 through 1965-66 from: U.S. Department of Health, Education, and Welfare, Office of Education.

Digect of Educational Statistics, 1969. Washington, D C.: Government Printing Office, 1969, p. 54.
Figures for 1965-67 forward from: National Education Association, Research Division. Estimates of School Statistics,

1969-70, Research Report 1969-RI5. Washington, D.C.: the Association, 1969, p. 20. Total Expenditure equals ILL4 percent;
GNP equals 6.1 percent. "Financial Status of the Public Schools 1970," Committee on Educational Finance, Nallonal Educa-
tion Association, Washigton, D.C.

The reasons for this are several. One is that many households Once a high
value on education both as a good thing in itself and also as a means to help
their children get ahead in a competitive world. Another reason for its rising costs
is that education has proven intractably to be a labor intensive activity. The
possibilities of substituting (possibly) cheap capital goods for dear labor in edu-
cational processes has turned out to lx? extremely limited, so far. Moreover, labor
in education has become dear, first, as enrollment increases outran increases
in numbers of newly trained teachers and, second, as teachers have succeeded
in organizing themselves into powerful bargaining units. Table 4 presents the
alarming picture of education expenditures outrunning its state and local reve-
nue base. The trend will continue if the price of labor intensive inputs rises faster
thu n gnins in productivity. In the privnte sector firms are table to make labor
more productive as the price rises on substitute capital for hibor ; in the public
sector labor costs rise with little or no increase in productivity. Moreover, there
is no incentive (profit or otherwise) in schools for this substitution.

Another factor causing educational expenditures to increase was the addition
of instructional staff members in the public schools to drop the number of
pupils enrolled per instructional staft member from 24.7 in 1959-60 to 20.5 in
1969-70. Although the large enrollment increases of the past will not confront us
in the foreseeable future, the projected total number of births indicates that a
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slow increase in this total can be expected. The increase in the total number of
births is expected because of an increased number of women in the child-bearing
age group and in spite of a reduction in the birth rate within this group (Table 5).

Salaries of teachers have in the past, and will continue in the future, to be
the most important component, in size and percent of annual increase, of the
educational budget. It is difficult to ascertain the specific implications of teach-
ers' salaries upon budgeting for education in the future. Suffice it to say, how-
ever, that the increased organization, militancy and unionism of the teachers
could easily lead us to predict that there will be increases in. teachers' salaries in
the future and that they will in all likelihood still comprise as large a portion of
the total educational budget as they do nt the present time.* As Table indicates,
teacher salaries have risen much faster thnn personal Income per capita or aver-
age earnings per employee.

TABLE 4.-PERCENT INCREASE OVER 1952 IN PER CAPITA AND PER PUPIL IN AOA AMOUNTS OF STATE ANO
LOCAL REVENUE, BY PURPOSE ANO LEVEL OF GOVERNMENT, 1952-68

Percent increase in amount per capita Percent Increase in amount per pupil in AOA

State and local revenue State and local revenue
State and local revenue for public elementary State and local revenue for public elementary

for all purposes school education for all purposes school education

Fiscal
year

Total
State

and
local State Local

Total
State

and
local State Local

Total
State

and
local State Local

Total
State

end
local State Local

1968 176. 0 187. 0 164.8 265.0 287. 5 250.0 101. 1 108.8 93. 2 168. 0 184. 0 157.5
1967 153. 0 158. 7 147.3
1966 136. 6 140. 2 133.0 200. 0 218. 8 187.5 76.3 78.2 74. 1 124. 4 138.7 115.0

1965 117. 5 117.4 117.6
1964 105. 5 104.3 106.6 157.5 162. 5 154. 2 56. 2 54.9 57.5 97.4 103. 8 93.1
1963 91. 8 90. 2 93.4
1962 82.5 77. 2 87.9 127.5 131.2 125. 0 45.3 40.9 49. 8 81. 6 84. 9 79.4
1961 72.7 66. 3 79.1
1960 62. 8 58. 7 67.0 97. 5 100. 0 95. 8 34. 2 30.4 38. I 63. 2 67. 9 60. 0

1959 48. 1 41. 3 54.9
1958 40.4 34. 8 46.2 70.0 75. 0 66.7 22.2 17.0 27.3 47.7 51.9 45.0
1957 35.5 32. 6 38.5
1956 25.7 22. 8 28.6 37.5 43. 8 33.3 13. 1 10.7 15. 5 25. 2 30. 2 21.9

1955 15. 3 10. 9 19.8
1954 10.4 7.6 13.2 17.5 12.5 20.8 3.4 1.0 5.8 10.2 8.5 11.2

1953 5. 5 4.3 6.6
1952

Source: USOE-NCES,

'Some observers point to n moderating of teacher salary increases recently because of the
teacher surplus and the thrent of teacher layoff.



8358

TABLE 5.ESTIMATES OF BIRTHS FOR 1946-69 AND PROJECTIONS TO 1975

On thousands)

Year ending June 30
Estimated

number
Series D

projection Year ending June 30
Estimated

number
Series D

ifojection

(1) (2) (3) (1) (2) (3)

1946 2,873 1961 4,350 (High)
1947 3,948 1962 4,259
1948 3,658 1963 4,185
1949 3,660 1964 4,119
1950 3,638 1965 3,940
1951 3,771 1966 3,716
1952. 3,859 1967 3.608
1953. 3,951 1968 3, 520 (Low)
1954 4,045 1969 3,567 3,555
1955. 4,119 1970 3, 569
1956 4,167 1971 3,592
1957 4,312 1972 3,648
1958 4,313 1973 3,717
1959 4,298 1974 3,799
1960 4,270 1975 3,893

Source: U.S. Department of Commerce, Bureau of the Census. "Estimates of the Population of the United States and
Components of Change, 1940-70," series P-25, N o. 442.Washington, D.C.: Government Printing Office, Mar. 20,1970. p. 9.

U.S. Department of Commerce, Bureau of the Census, "Projections of the Population of the United States by Age, Sex,
and Color to 1990, with Extentions of Population by Age and Sex to 2015," series P-25, No. 381. Washington, D.C., Govern-
ment Printing Office, Dec.18,1967, pp. 51 and 52. "Financial Status of the Public Schools 1970," Committed on Educational
Finance, National Education Association, Washington, D.C.

At this point we present some information relating to developments in the
private sector of elementary and secondary education because they directly affect
enrollments and expenditures of the public sector. Enrollment in private ele-
mentary and secondary schools has decreased from 5.9 million in 1900 to 5.7 mil-
lion in 1969, with a projected enrollment of 5.4 million in 1975 (Table 7). Private
school enrollments comprised 10.9 percent of the total in elementary and sec-
ondary schools in 1950 and rose to a high of 14.9 percent in 1959 (Table 8). Since
that time there has been a rather consistent decrease so that preliminary figures
indicated that in 1969 only 11.1 percent of the total enrollment in the elementary
and secondary schools were enrolled in private schools. Every indication is that
the total enrollment in the private schools and their percentage of total enroll-
ment in elementary and secondary schools will decrease. The per pupil costs in
tho Catholic schools, which comprise the largest segment of private education, are
increasing more rapidly than. those in public education. This is caused by a num-
ber of factors and is in spite of the fact that the total cost per pupil in Catholic
elementary and secondary schools is typically less than half that of the local
public school. The major reason for the increased costs of Catholic education is
the replacement by lay teachers, who are prone to request the going market salary
of the public school teacher, for the diminishing number of religious teachers
whose stipend for teaching service has historically been very small. The National
Catholic Education Association has reported a 10 percent enrollment decline since
1967. They also report a decline in the number of schools of 7 percent during the
same period. At the same time there was a decrease of religious teachers in their
schools of 12 percent and an increase of 16.6 percent in their operating costs to a
total cost of $1.4 billion in 1969-70. As the enrollment and percent of total enroll-
ment decreases in the private schools, the public schools will have to absorb the
additional students and their educational program costs.

L
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TABLE 6.-PERCENT INCREASE OVER 1952 IN PERSONAL INCOME PER CAPITA, AVERAGE EARNINGS PER EMPLOYEE

AVERAGE PUBLIC SCHOOL CLASSROOM TEACHER SALARY, AND INSTRUCTIONAL STAFF SALARY, AVERAGE
PUBLIC SCHOOL EXPENDITURES PER PUPIL IN ADA, AND CONSUMER PRICE INDEX: 1952-68

Percent increase In income, average earnings, teacher salary, Instructional staff salary, expenditure per
public school pupil, and Consumer Price Index

Fiscal year

Personal
income per

capita

Average
earnings per

employee

Average
classroom

teacher

Average
instructional
staff salary

Expenditure per public
school pupil In ADA

Consumer
Prke

Index
Total

expenditure

Expenditure
only

(current)

1968 94.7 94.1 123. 5 128.6 151. 1 169.7 29. 4
1967 81. 5 105. 7 114. 8 25. 2
1966 69.7 75. 8 95. 3 101.0 108. 6 120.1 21. 5
1965 58. 2 86. 5 87.4 18. 9
1964 48. 9 61. 8 80. 5 80. 9 78. 6 88.5 17. 4
1963 42. 5 72. 6 71. 6 15. 7
1962 36.9 48. 4 66. 1 65.2 65. 8 71.7 14. 4
1961 32. 4 58. 8 57. 9 13. 2
1960 29.3 39. 5 50. 4 50. 0 50. 8 53.7 11.8
1959 24. 9 44. 4 43.2 10. 2
1958 21. 5 28. 8 37. 6 36. 3 43. 5 39.8 8.7
1957 18. 8 27. 6 26.1 5. 2
1956 13. 8 18.7 22.1 20. 5 24. 0 20.5 2. 3
1955 8.2 14. 9 14.5 1. 9
1954 6. 0 9. 3 8. 6 10.9 12. 1 8.6 2. 3
1953 4. 5 2. 5 3. 0 1.4
1952

TABLE 7.-INCREASES AND PROJECTIONS-FALL ENROLLMENT

n millions)

Level 1960 1969
Projections

Percent Increase

1975 1960 to 1969 1969 to 1975

Public elementary and secondary 36.3 45.7 46. 4 25. 9 3. 9
Private elementhry and secondary 5. 9 5. 7 5, 4 -3.4 -5. 3
Public higher education 2.3 5.6 7. 8 143. 5 39. 3
Private higher education 1. 5 2. 1 2. 4 40. 0 14. 3

Total 46. 0 59.1 62. 0 28. 5 4. 9

Source: U.S. Department of Health, Education, and Welfare, Office of Education, "Projections of Educationel Statistics
to 1958-69," 1969 edition, Washington, D.C.: Government Printing Office, 1970, table 2 (in process).

Financial Status of the Public Schools 1970, Committee on Education Finance, National Education Association, WasMng-
ton, D.C.

TABLE 8,-PRIVATE SCHOOL ENROLLMENTS AS PERCENT OF TOTAL PUBLIC AND PRIVATE ENROLLMENTS

Fall of year K-8

(1) (2)

9-12

(3)

K-12

(4)

Fall of year

(1)

K-8

(2)

942

()
K-12

(4)

1953
1951
1952
1953
1954
1955
1956
1957
1958
1959

11. 8
11. 7
11.9
12. 6
12.7
13.4
13.9
15.9
15. 9
16.1

8. 1
9. 0
9. 3
9. 2
8. 8
9. 8

10. 2
10. 0
10. 5
10. 9

10. 9
11. 0
11.3
11. 7
11. 8
12. 6
13. 1
14.3
14. 6
14. 9

1963
1961
1962
1963.
i34
1965
1966
1967
1968
1969 (preliminary)

15.2
14.7
14. 9
15.3
15.6
15.3
14. 5
14.1
12. 9
12.3

10.1
10.4
9.4

10,1
11.0
11.2
10.3
9.4
9.6
7. 9

14. 0
13.7
13. 5
13. 9
It 6
14.2
13.4
12. 8
12. 0
11.1

Source: Calculated from reports of the fall enrollment surveys: U.S. Department of Commerce, Bureau of the Census.
Current Population Reports, Population Characteristics, series P-20, Numbers 34, 40, 45, 52, 54, 66, 74, 80, 93, 101, 110,
117, 126, 129, 148, 161, 162, 167, 190, and 199.

Financial Status of the Public Schools 1970, Committee on Educational Finance, National Education Association,
Washington, D.C.

V:



8360

REVENUE

There had been very little change in the shares of the three levels of govern-
ment, local, state, federal, in support of pnblie elementary and secondary educa-
tion up to 1965-66 and very little change since the enactment of ESEA. The
miditional funds provided for public elementary and secondary education caused
by the enactment of ESEA in 1965 more than doubled the federal share, rising
from 3.8 percent to 7.9 percent in 1965-66. The federal share remained at about
the same figure for the next two years mid then has declined slightly in the last
two years. The slate share has increased slightly, from 39.1 percent to 40.8 per-
cent, during the past ten years. During the same period, the federal share has
seen an increase from 4.4 percent in 1959-60 to a high of 8.0 percent la 1967-68
and then a decline to 6.7 percent in 1969-70. Revemie from local sources, as a
share of total expenditures for public elementary and secondary schools, has been
steadily declining front 56.5 percent in 1959-60 to the 52.5 percent level of 1969-79
(Table 9). One should hasten to add that all three levels of government added
substantially to their annual financial support of the schools during the recent
ten year period. The annual federal revenue share rose an estimated $1.9 mil-
Hon ; state revenue by $9.9 billion and local revenue by $11.7 billion (Table 10).
The total increases during the decade are accounted for by the federal 8.1 per-
cent share, the state 42.0 share and the local 49.9 present share (Table 11).

TABLE 9.PERCENT OF REVENUE RECEIVED FROM FEDERAL, STATE, AND LOCAL SOURCES FOR PUBLIC

ELEMENTARY AND SECONDARY SCHOOLS

School year
Federal
sources

State
sources

Local
sources

1959-60 4. 4 39.1 56. 5

1961-62 4. 3 38.7 56. 9

1963-64. 4. 4 39.3 56. 4

1965-66 . 7. 9 39.1 53. 0

1966-67 1 7. 9 39.1 53. 0

1967-68 1 8. 0 39.3 52. 7

1968-69 1 7. 4 40. 0 52. 6

1969-70 . 6. 7 40.8 52. 5

1 N EA Research Division estimates.

Source: Financial Status of the Public Schools 1970, C3mmitte3 on Educational Fina nc3, National Education Association,

Washington, D.C.

TABLE I0.REVENUES FOR PUBLIC ELEMENTARY AND SECONDARY SCHOOLS

)in thousands)

School Year (1)

Total

(2)

Federal

(3)

State

(4)

Local

(5)

1959-60 $14, 746, 618 $651, 639 $5, 768, 047 $8, 326, 932

1961-62 17, 527,707 760, 975 6, 789, 190 9, 977, 542

1963-64 20, 544,182 896, 956 8,078,014 11,569,213

1965-66 25, 356,858 1 1, 996, 954 9, 920, 219 13, 439, 686

1966-67 2 27, 256,043 2, 162, 892 10, 661, 582 14,431,569

1967-68 2 31, 092,400 2, 472, 464 12,231, 954 16, 387, 982

1968-69 2 34, 756,006 2, 570, 704 13, 866, 782 18, 318, 520

1969-70 2 38, 246,618 2, 549, 149 15,634, 396 20, 063, 073

Increase, 1959-60 to 1969-70:
Amount 23,500,000 1, 897, 510 9, 866 349 II, 736 141

Percent 159.4 191. 2 01. 1 111. 9

Annual rate 10.0 11. 3 10. 5 9. 2

1 Enactment of ESEA.
2 NEA Research Division estimates. Estimates of Federal revenue may be lower than those which will bo published later

by the U.S. Office of Education because of partial omission of money value of food distribution for the school lunch program.

Source: U.S. Department of Health, Education, and Welfare, Office of Education "Statistics of State School Systems,
1965-66," Washington, D.C.: Government Printing Office, 1968, p, II.

National Education Association Research Division, "Estimates of School Statistics, 1966-67, 1968-69, and 196940,"
Research Reports 1966-R20, 1968-RI6, and 1969-RI5. Washington, D.C.: the association, 1966, 1968, and 1969.

Financial Status of the Public Schools 1970, Committee on Educational Finance, National EducationMsociation, Wash-

ington, D.C.

79
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TABLE 11.NEW STATE-LOCAL REVENUE

[Dollars in thousands]

Annual Increase Ratio of new
State revenue

N ew State Npw local to new local

School year revenue revenue rev enercent)d)u e

(1) (2) (3) (4)

1959-60 to 1961-62 I $510, 571 $825, 305 6 1.9

1961-62 to 1963-64 I 644, 412 795, 835 81. 0

1963-64 to 1965-66 I 921, 102 935, 236 98. 5

1965-66 to 1966-67 741, 363 991, 883 74. 7

1966-67 to 1967-68 1, 570, 372 1, 956, 413 80.3

1967-68 to 1968-69 1, 634, 828 1, 930, 538 84.7

1968-69 to 1969-70 1, 767, 614 1, 744, 553 2 101.3

I Average of 2 years.
3 1st year in which new State revenue exceeded new local revenue.

Source: Derived from table 24.
Financial Status of the Public Schools 1970, Committee on Educational Finance, National Education Association, Wash-

i ngton'D. C.

Quite clearly the local school district has had to assume the major responsibil-
ity for raising taxes to finance the increasing costs of public elementary and
secondary education. The property tax continues to be the primary and, in most
instances, nearly sole revenue source over which the local school district has any
discretionary authority. The share of distribution of property taxes for local
school districts has risen from 32.9 percent in 1942 to 50.2 percent in 1969. In the
process of securing a major portion of revenue raised by the local property tax,
the school district has displaced all other local governments as the chief claimant
for local property tax dollars (Table 12).

Part of the cost-revenue squeeze presented earlier is caused by the relative
in elasticity of the property tax. Property tax expansion depends in large pflrt on
the state of the housing market and the lag in assessments. Recently (1968-1970)
the housing market has been slow in terms of new construction and remodeling.
Consequently, Richard Netzer estimates tax elasticities for 1968-70 as follows :

Amount

Property tax (or less in housing recessions) 1. 0

Sales tax .9-1 .0
Federal income tax 1. 6
State income tax (national average) 1. 7

N.Y. State income tax 2. 0

He stresses that even in the 1952-68 era when the housing market was, for the
most part, very strong, the property tax elasticity was only 1.2 [in part because
tax assessments are not frequent enough to match annual property value
increases].

Distribution of local property tax collections, by type of governmen t

Fiscal year
/Wool

governments
School

Primary units ol general
local government Townships

and special
d istrictsdistrict I Total 2 Cities 2 Counties 2

1942
1952
1957
1967
1969 (estimated)

1942
1952
1957
1967
1969 (estimated)

Amount (millions)

$4,347
8,282

12,385
25,418
31,500

$1, 429
' 3, 246

5, 307
12, 433
15, 800

$2, 571
4,351
6, 052

11, 006
13, 480

$1, 696
2,711
3, 678
6, 295
7, 720

$875
1,640
2, 374
4, 711
5, 760

$347
, 685

1, 026
1, 979
2, 220

Percent

100
100
100
100
100

32. 9
39.2
42. 8
48. 9
50. 2

59.1
52.5
48.9
43.3
42.8

39. 0
32.7
29, 7
24.8
24. 5

20.1
19. 8
19. 2
18. 5
18. 3

8. 0
8.3
8.3
7.8
7. 0

Includes estimated amounts allocable to dependent city and county school systems.
=Excludes eslimated amounts allocable to dependent school systems.

Source: ACIR staff compilation (including 1969 estimates) based on U.S. Bureau of the Census data.

68-412 0-71pt. 1613-3--e 8D
fri
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On the other hand, although for the nation as a whole the school district has
succeeded in getting a majority share of local property tax revenues, thc central
cities have not been so fortunate. Because of the excessive costs of non-educa-
tional governmental services in central cities, the educational share lags behind
that of non-educational expenses. This simply means that the competition for the
property tax dollar for the urban school district is greater than for its non-
urban neighbor (Table 13). The property tax had provided for a steadily in-
creasing total dollar amount for local government but because of revenue being
supplied by other taxes from state and federal sources, the percent of local
revenue supplied by the property tax has been declining gradually for many
years (Table 14). The per capita property tax has increased froni $81.04 in 1958
to $138.83 in 1908 (Table 15). Again one must remember that the largest portion
of this increase went for increased educational expenditures.

Recognizing the relative importance of the property tax in supporting educa-
tion in most of the states, it is also interesting to note the great variance in per
capita property taxes among the states. The range in 1968 was from $33.90 per
capita in Alabama to $226.18 in California (Table 16). It is also of interest to
note that the per capita property tax as a percent ratio to the total per capita
state-local taxes varies from a low of 16.6 percent in Alabama to a h!gh of 61.0
percent in New Hampshire (Table 17). And finally, it is perhaps most meaning-
ful to see the ratio of property taxes to personal income in the states where the
range is from 1.58 percent of personal income in Alabama being consumed by
the property tax to 6.92 percent of personal income being consumed by property
taxes' in Wyoming (Table 18).

TABLE 13.PER CAPITA, TOTAL, EDUCATION, AND NON EDUCATION EXPENDITURES 37 LARGEST SMSA'SCENTRAI
CITY AND OUTSIDE CENTRAL CITY AREAS, 1966-67

Total expenditures Education expenditures Noneducation expenditures

Outside
Central City Central City

Central Outside
City 1 Central City

Central
City 2

Outside
Central City

Northeast:
Washington, D.C.: District of

Columbia $564 $316 $148 $179 $416 $137
Baltimore, Md 375 286 124 168 251 118
Boston, Mass 482 321 '. 92 137 390 184

Newark, NJ 540 390 169 144 371 165
Patterson-C.P., NJ 270 273 97 151 173 122

Buffalo, N.Y 392 372 128 207 264 165
New York, N.Y _ 518 520 146 260 372 260
Rochester, N.Y 499 403 158 265 341 138

. Philadelphia, Pa 293 255 126 139 167 116

Pittsburgh, Pa _ 319 . 232 104 137 215 95
Providence, R.I 241 201 94 109 147 92

Average (408) (317) (126) (160) (282) (145)
Midwest: .

Chicago, Ill 339 234 103 155 236 79
Indianapolis, Ind 312 268 139 173 173 95
Detroit, Mich 362 352 . 130 269 . 232 143

Minneapolis-St. Paul, Minn 369 424 . 113 231 256 193

Kansas City, Mo _ 303 238 137 127 166 111

St. Louis, Mo _ 295 266 133 146 162 120

Cincinnati, Ohio 460 200 201 107 259 93
Cleveland, Ohio__ 328 282 .132 144 196 138

Columbus, Ohio 299 .. .267 111 162 188 105

Dayton, Ohio 353 228 161 132 192 96

Milwaukee, Wis 416 383 151 165 265 218

Average (349) (286) (137) (159) (211) (126)
South:

Miami, Fla 346 281 136 136 210 145

Tampa-St. Petersburg, Fla 305 216 113 113 192 103

Atlanta, Ga , 316 279 134 154 182 125

Louisville, Ky , 284 250 126 161 158 89

New Orleans, La 233 318 93 143 140 175

Dallas, Tex 219 290 91 177 128 113

Houston, Tex 260 326 113 269 147 117

San Antonio, Tex 204 208 101 145 103 63

Average (271) (271) (113) (155) (158) (116)
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TABLE 13.-PER CAPITA, TOTAL, EDUCATION, AND NONEDUCATI1N EXPENDITURES 37 LARGEST SMSA'S-CENTRAL
CI TY AND OUTSIDE CENTRAL CITY AREAS, 1966-67-Continued

Total expenditures Education expenditures Noneducation expenditures

Outside
Central City Central City

Central Outside
City I Central City

Central
City 2

Outside
Central City

West:
Los Angeles-L. B., Calif 454 376 164 184 290 192

San Bernardino R. & O. Calif 471 4s5 202 219 269 216

San Diego, Calif 383 391 135 209 248 182

San Francisco-Oakland, Calif. 486 463 131 216 355 247

Denver, Col 342 278 131 164 211 114

Portland, Ore 378 256 150 172 228 84

Seattle, Wash 326 376 127 226 199 150

Average (406) (368) (149) (199) (257) (169)

Unweighted average 37 SMSA's. 363 308 136 170 230 138

I Central City lower in education expsnse.
2 Central City higher in noneducation expense.

Source: ACIR compilation.

TABLE 14 -THE PROPERTY TAX IN THE UNITED STATES, 1902 TO 1968

Property tax State property tax Local property tax

Year
.

(1)

Total
(7.-iillions)

(2)

Percent of
GNP I

(3)

Percent of
Federal-

State-local
revenue

.(4)

Percent of
State-local

revenue I

(5)

Total
(millions)

(6)

Percent of
State

revenue 0

(7)

Total
(millions)

(8)

Percent of
local

revenue 2

(9)

1902 $706 2.9 41.6 67. 5 882 42.7 $624 68.4

1913 1, 332 3. 3 44, 7 65. 7 140 37. 2 1, 192 68. 0

1922 3, 321 4. 5 35, 6 64. 4 348 25. 6 2, 973 71. 6

1927 4, 730 4,9 38, 8 60. 4 370 17. 4 4, 360

1932 4, 487 7.7 43. 6 57. 0 328 12. 9 4, 159 23:3

1934 4, 076 6. 3 35. 5 48. 4 273 8. 0 3, 803 57. 8

1936 4, 093 5. 0 30.2 43. 8 228 5.7 3, 865 57. 0

1938 4, 440 5.2 25. 2 39. 8 244 4. 6 4, 196 57.3

1940._ ..... 4, 430 4.4 24. 8 37. 7 260 4. 5 4, 170 54. 0

1946 4, 986 2. 4 8.1 31. 2 249 2, 8 4, 737 49. 5

1948 6, 126 2.4 9. 1 28. 3 276 2. 3 5, 850 44. 4

1950._ 7, 349 2. 6 11. 0 28. 6 307 2.2 7, 042 43. 6

1952 8, 652 2. 5 8. 5 27. 8 370 2. 2 8, 282 42. 7

1953 9,375 2.6 8. 9 28. 1 365 2. 0 9, 010 42. 8

1954._ 9, 967 2. 8 9. 2 28. 2 391 2. 1 9, 577 42. 8

1955 10, 735 2.7 10.1 28. 6 412 2. 1 10, 325 42. 8

1956 11, 749 2. 8 9. 8 28. 2 467 2. 1 11, 282 42. 8

1957 12 864 2. 9 9. 9 28. 0 479 1. 9 12, 385 42. 8

1958 14, 047 3.2 10. 8 28. 5 533 2. 0 13, 514 43. 3

1959 14, 983 3.1 11. 2 27. 8 566 1. 9 14, 417 43. 1

1960 16, 405 3. 3 10. 7 27. 2 , 607 1. 8 15, 768 42. 5

1961 18, 002 3. 5 11. 3 27. 9 631 1. 8 17, 370 42. 9

1962 19, 054 3.4 11. 3 27. 4 640 1.7 18, 414 ,42. 5

1963 20, 089 3. 4 11. 1 26. 7 688 1. 7 19, 401 '41. 7

1964.. 21, 241 3.4 11. 0 26. 1 722 1. 6 20, 519 . 41. 4

1965 22, 583 3, 3 . ' 11. 1 25. 7 766 1. 6 21, 817 40. 8

1966 24, 670 3.3 10. 9 25. 3 834 1. 5 23, 836 40. 2

1967 26, 280 3. 3 10, 4 24. 4 862 1. 4 25, 418 38. 9

1968 27, 747 3.2 10. 4 23. 6 912 1. 3 26, 835 38. 2

I Slight decline during last 10 years.
2 Steady decline, with little exception, from 1902.

,Note: Cols. 1, 2, 6, and 8 taken from Government finance section of U.S. Bureau of Census, Historical Statistics of the
United States, Colonial Times to 1957, and from Bureau of the Census, Government Finances Cols. 4, 5, 7, and 9 calcu-

lated from data presented in Historical Statistics and Government Finances. Col. 3 from data presented in Historical Sta-

tistics, and Government Finances, Business Statistics. - .

Source: Report Governor's Minnesota Pre'perty Tax Study Advisory Committee.
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TABLE 15 -RELATIONSHIP OF PER CAPITA PROPERTY TAXES TO PER CAPITA GENERAL REVENUES FOR
ALL GOVERNMENTS FOR SELECTED YEARS, 1902-68

Per capita general revenues

All governments Statelocal

Per capita
property taxesAmount

Property
tax (percent) Amount

Property
tax (percent)

Fiscal year:
1902 $20. 62 43. 3 $12.46 71. 6 $8.92
1913 29. 44 46. 5 19.66 69. 7 13.70
1922 80. 81 .37. 3 43.44 69. 5 30.17
1927 97. 04 41. 0 61.08 65.1 39 74

1932 76. 72 46. 8 58.21 61. 7 35.94
1934 82. 79 39. 0 60.76 53. 1 32.25
1936_ 97. 87 32. 7 65.56 48. 7 31.96
1938 115. 72 29. 6 71.08 48. 1 34.20
1940 112. 46 29. 8 72.73 46. 1 33. 59

1942 180. 53 18. 6 77.25 43. 5 33.64
1944 423. 57 7. 9 78, 31 42. 2 33.27
1946 389. 93 9. 0 87.39 40. 4 35.27
1948 406. 92 10.3 117.34 35. 6 41.78
1950 385. 60 12. 6 137.86 35.1 48. 45

1952 568. 22 9. 7 160.36 34. 4 55.10
1954 590. 11 10. 4 178.63 34. 4 61.37
1955 564. 31 11. 5 188. 01 34. 5 64.95
1956 624. 74 11. 2 207.26 33.9 70.24
1957 661. 94 11. 4 224.11 33. 7 75. 54
1958._ 648. 85 12. 5 237.80 34. 1 81. 04

1959 646. 85 13. 1 256.67 33. 1 84. 88

1960 725. 72 12. 6 280.61 32. 5 91.15
1961 731. 90 13. 4 295.21 33. 3 98.35
1962 766. 17 13. 4 313.28 32. 7 102. 55

1963 804. 55 13. 1 330.14 31. 9 105.15
1964 840. 10 13. 2 357.71 31. 0 III. 02
1965 875. 52 13. 3 381.80 30. 5 116.52
1966 962. 24 13. 1 423.95 29. 7 125. 96

1967 1, 044. 64 12. 6 460.91 28. 6 131. 64

1968 1, 087. 37 12. 8 506.67 27. 4 138. 83

Source: U.S. Bureau of the Census, Historical Summary of Governmental Finances in the United States (1957 Census of
GOvernments, vol. IV, No. 3), table 1, pp. 11-13, and Governmental Finances in 1962, tables-.

TABLE 16.-PER CAPITA PROPERTY TAXES BY STATES-1942, 1957, AND 1968

State

1942 1 1957 1968 2

Ariount Rank Amount Rank Amount Rank

United States average $33.88 $75. 54 $138. 83
Median of States 34.25 77.16 136. 46
Alabama 8.98 47 20. 44 48 33. 90 50

Alaska 91. 16 35

Arizona 31. 66 28 99.18 8 150. 88 21

Arkansas 8.65 48 26. 55 46 52. 44 48

California 43.14 8 112. 67 3 226.18 1

Colorado 42.08 10 95. 98 11 159. 49 15

Connecticut 46.03 7 101. 85 6 186. 46 8
Delaware 15.93 39 . 32. 44 42 73. 00 40

Florida 24. 05 33 56.12 32 114. 91 31

Georgia 12. 84 45 36.13 39 . 75. 58 39

Hawaii 37

Idaho 38.34 16 78. 06 23 119. 01 30
Illinois 40. 56 15 92. 35 16 151. 01 20
Indiana 31.70 27 77. 82 24 145. 96 23

Iowa 34. 96 23 85. 93 . 18 172. 17 11

Kansas 36.64 18 101. 80 7 166. 21 12

Kentucky 16.01 38 38. 78 ' 37 60 29 45

Louisiana 16.19 37 35. 39 40 55. 44 46

Maine 37.81 17 74.91 H26 128 71 1 27

Maryland 30.90 29 67.73 29 137. 00 25

Massachusetts 55. 05 3 122. 28 1 204. 02 3

Michigan 35.29 22 83. 60 20 151. 10 19

Minnesota 41.45 13 93.61 15 3 152. 26 16

Mississippi 13.50 43 29.74 44 54. 64 47

Missouri 24.16 31 57.97 31 107. 54 33

Montana 51. 07 4 109. 49 5 191. 61 6

Nebraska 36.10 20 97. 95 10 186. 49 7

Nevada 50.44 6 83. 00 21 179. 62 10
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TABLE 16.-PER CAPITA PROPERTY TAXES BY STATES-1942, 1957, ANO 1968-Continued

1942 I " " .1957 I 1968 2

State Amount Rank Amount Rank Amount Rank

New Hampshire 42.75 9 95. 41 12 165. 19 13

New Jersey 60.63 2 112. 91 2 199. 73 4

New Mexico 17. 06 36 36. 84 38 61.64 44

New York 62.22 1 109. 94 4 192. 25 5

North.Carolina 12. 82 46 30.15 43 63. 32 43

North Oakota 50. 89 5 82. 25 17 151.68 18

Ohio. 29. 89 30 73. 19 27 135. 92 26

Oklahoma 18. 55 35 46.62 35 84. 73 36

Oregon 36.46 19 85.08 19 152. 10 17

Pennsylvania 33. 92 25 53. 85 34 93. 93 34

Rhode Island 41. 31 14 76. 50 25 146. 49 22

South Carolina 13. 37 44 99. 99 47 99. 99 99

South Oakota 41. 51 12 94.99 14 131. 78 9

Tennessee 15.90 40 33. 93 41 63. 79 41

Texas 22. 42 34 63.33 30 110. 80 32

Utah 34. 57 24 71.33 28 123.59 28

Vermont 32.68 26 78.84 22 138. 42 24

Virginia 14. 58 42 39. 88 36 79.61 38

Washington_ 24. 07 32 55.84 33 121.40 29

West Virginia 15. 56 41 28. 46 - 45 63. 45 42

Wisconsin 41. 79 11 95. 05 13 160. 02 14

Wyoming 35. 82 21 98.34 9 207. 87 2

state and local government finances in 1942 and 1957 (GSS-No. 43). table 7.
Governmental finances in 1967-68, table 22, p. 45. U.S. Bureau of the Census.

3 Less homestead credit.

Source: Report to Governor's Minnesota Property Tax Study Advisory Committee.

TABLE 17.-RATIO OF PER CAPITA PROPERTY TAX TO TOTAL PER CAPITA STATE-LOCAL TAXES BY STATES, 1942,

1957, AND 1968

State

1942 I 1957' 1968 2

Ratio,
percent Rank

Ratio,
percent Rank

Ratio,
percent Rank

United States average 50. 1 44.6 41. 1

Median of States M O 46.2 41. 2

Alabama 32. 5 45 20.2 48 16. 6 50

Alaska 27. 2 ao

Arizona 48. 5 31 58.4 4 45.4 19

Arkansas 30. 7 47 26.5 42 26. 3 43

California 49.9 29 47.2 23 46. 3 16

Colorado 56.6 16 50.8 - 15 45. 3 20

Connecticut 57. 5 15 50. 0 18 52. 3 6

Oelaware -28. 6 48 24.0 44 21. 0 47

Florida 44.7 34 35.4 33 39. 8 27

Georgia 41. 2 36 29. 0 38 30.9 36

Hawaii 19.6 49

Idaho. 62. 0 8 50.2 17 37.7 32

Illinois 55. 5 19 51.7 13 45. 7 17

Indiana 55. 1 22 54.9 9 47.9 13

Iowa 55.3 21 48.8 20 48. 4 11

Kansas 60.9 11 58.0 ' 7 51. 6 .. 7

Kentucky 41. 0 33 36.3 31 26.6 42

Louisiana 33.7 42 ' 21.8 47 19.8 48

Maine 62. 7 6 ' 50. 0 19 46. 6'. . 15

Maryland 57.7 14 42. 5 29 38. 3 30

Massachusetts 672 4 58.0 '') 8 51. 5 8

Michigan 52. 8 25 46.1 25 41. 2 24

Minnesota 56. 4 17 51.8 11 41. 1 25

Mississippi 41.0 ' 37' 27.5 40 ' 26.7 41

Missouri .49. 7 30 44.4 . 28

Montana _ 68. 4 3 58.3 5 ''' 56:4 4

Nebraska 69. 1 2 69.9 1 57. 5 2

Nevada 61. 4 10 , 36.1 , 32 , 41.9, 22

New Hampshire_ 60. 5 12 62.8 3 61. 0 1

New Jersey 75.3 1 64.0 2 57.3 3

New Mexico '34. 2 41 23.4 ':-r 21. 8 46

New York.-.e 58. 4 47.7 , 22 38.2 .. 31

North Carolina 31. 3 46 26.8 41 26. 8 = 40

North Dakota 67.0 5 52.8 10 48.0 12

Ohio 47.8 32 .-, 413. 0 ' 21 4: 1 10

Oklahoma 35. 7 . 40 - 30.4 36 31.8 34

Oregon 517 25 42 .4 30 47. 7 14
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TABLE 17.-RATI 0 OF PER CAPITA PROPERTY TAX TO TOTAL PER CAPITA STATE-LOCAL TAXES BY STATES, 1942,
1957, AND 1968-Continued

19421 1957 I 19682

State
Ratio,

percent Rank
Ratio,

percent Rank
Ratio,

percent Rank

Pennsylvania 51.1 27 33.4 34 31. 5 35
Rhode island 62. 6 7 50. 4 16 44. 2 21
South Carolina 37. 0 39 23. 0 46 22. 3 45
South Dakota 61. 5 9 58. 2 6 55.6 5
Tennessee 44. 1 35 28. 9 39 28. 1 38
Texas 55. 5 20 46. 2 24 15. 6 18
Utah 53. 3 24 43. 8 28 41. 1 26
Vermont 50. 4 28 45. 0 26 39. 5 29
Virginia 39.6 38 31. 1 35 29.6 37
Washington 33. 7 al 29. 6 37 31. 9 33
West Virginia 32. 7 44 25. 4 43 25. 5 44
Wisconsin 55. 9 18 51. 8 12 41. 5 23
Wyoming 54.6 23 51. 4 14 51. 3 9

I Based on table 7, "State and Local Government Finances in 1942 and 1957" (GSS-No. 43).
2 Based on table 22, p. 45, "Governmental Finances in 1967-68," United States Bureau of the Census.

Source: Report to Governor's Minnesota Proper Tax Study Advisory Committee, Rolland F. Hatfield, director, Minnesota
state Planning Agency, St. Paul, Minn. 1970.

TABLE 18.-PER CAPITA PROPERTY TAXES AND RATIO OF PROPERTY TAXES TO PERSONAL INCOME,
BY STATES, 1967-68

State

Per capita

Ratio to
personal
income 3

Per-
cent RankAmount Rank 1

U.S. average... $138.83 4. 44
Median State... 136.46 4. 50

Alabama 33.90 50 1. 58 50
Alaska 91.16 35 2. 48 46
Arizona_ 150.88 21 5.67 8
Arkansas 52.44 48 2. 55 43
California 226.18 1 6.19 4
Colorado . 156.49 15 5. zs 14
Connecticut 186,46 8 .4.75 22
Delaware , 73.00 40 2.05 49
Florida 114.91 31 4. 14 213
Georgia 75.58 39 3.03 35
Hawaii 82.33 37 2.65 41
Idaho 119.01 30 4.66 23
Illinois 15L 01 20 4. 06 31
Indiana - 145.96 ; 23 463 24
Iowa 5. 53 10
Kansas 166.21 12 5. 50 12
Kentucky 60.29 45 . 2.52 45
Louisiana 55.44 ' 46 2.30 47
Maine 128.71 27 4. 87 20
Maryland 137.00 25 4. 09 29
Massachusetts. 204.02 3 5.78 7
Michigan ; 151.10 19 C 53 25
Minnesota 3 .. 4 152.26 16 4. 97 18
Mississippi 54.64 47 2. 87 38
Missouri ' 107.54 33 -1 61 33

come 3

Ratio to

&ersonal
Per capita

Per-
State Amount Rank 1 cent Rank

Montana
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Wasninglon
West Virginia
Wisconsin
Wyoming

191. 61
186. 49
179. 62
165. 19
199. 73
61. 64

192. 25
63. 32

6
7

10.
13
4

44
5

43

6.85
6. 06
5.11
5.54
5.50 ,
2.52
5.05,
2.65

2
5

14
9

.11
44
16
12

151.68 18 5.97 .6
135. 92 26
84. 73 36 3.23 . 34

152. 10 17 4.99 17
93. 53 34

,

2.97 . . 36
1:651 22 4. 46 ., 26

49 2.11 .48
181. 78 9 6.0 ..-

63.79 41 2.72 40
110.80 32 .4.08 30
123. 59 28 4.79 21
138. 42 24 4.96 . , 19

79. 61 38 2.88 2 37
121. 40 29 3.66 32
63. 45 42 2.73 : 39

160.02 14 5.10 15
207. 87 2 6.92

,

..

1 "GovernMental Financos in 1967-68," Bureau of the Census, p. 45.
3 "State and Local Finances Significant Features, 1967 to.1970," Advisory Commissron on intergovernmental Rola

tions, November 1969, p. 26.
3 Less homestead credit.

Source: ReOrt to GOiernor's Minnesota Property Tax Study Advisory Committee, .Rolland F. Hatfied, director, Min-
nesota State enning Agency, St. Paul, Minn., 1970.

; Of great concern to thiny educators'and most tax authorities is the pereent-of
market value of the property tax. Here;again we see a wide divergenee:iiiOng
States from 7.9 percent on a market value $19,000 house in Newark, Ne* Jersey
tto 0.56 percent for the 'same value home'in New Orleans, Louisiana (Table 19).
More important; because subStantial funds come to local school districts -frOni
sources other than the property tax, is the total tax burden as a percentage of

.8 5 rr
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income in the states. The variance here is from 16.6 percent of the $3,500 ad-
justed gross income for a family of four in Maine in 1968 to 3.1 percent of the
$50,000 adjusted gross income in Washington (Table 20). It is such statistics that
vividly indicate the nearly universal regreseivity of state and local taxes and the
concomitant necessity for securing funds from the progressive federal income
tax to assume a larger portion of state and local financial burdens.

URBAN EDUCATION COSTS

Securing adequate financial resources to support public elementary and sec-
ondary education is an increasingly difficult problem for most of the nations'
school districts. The districts having the most difficult time are those in the
cities of the metropolitan areas of the country.

Many of the roots of the crisis in financing large city educational programs
may be found in the redistribution of population and various economic develop-
ments that have taken place during recent years. These changes have left the
poor, undereducated, aged and non-white in the central cities and have taken
heavy manufacturing, many retail establishments and other kinds of business
activity to the suburbs along with middle and upper income families. The ob-
vious result has been the inability of the tax base of the cities and income level
of its residents to meet the high-cost educational and other needs of the popula-
tion in the city. The population and economic shifts from central cities to the
suburbs have combined to depress the income base of the central cities relative
to their suburbs and have caused a much slower growth in the urban property
tax base. For the nation as a whole, suburban property growth rate in recent
years has been more than two and one-half times that of the central cities. The
growth on a per capita basis is the key point.

TABLE 19.-ESTI MATED REAL ESTATE TAX ON A 619,000 (MARKET VALUE) HOME LOCATED IN THE LARGEST CITY
IN EACH STATE, 1968

City and State 2

Real estate tax I

Percent of
market
value.

rank

Real estate tax 1

Percent of
market
value,

rankAmount

As a per-
cent of
market

value City and State 2 Amount

As a per-
cent of
market

value

Newark, NJ $1, 501 7.90 1 Boise, Idaho 424 2. 23 27

Buffington, Vt 771 4.06 2 Denver, Colo 410 2. 16 28
Boston, Mass. 737 3.88 3 Cleveland, Ohio 309 2. 15 29

Milwaukee, Wis 724 3.81 4 St. Louis, Mo 404 2. 13 30

Indianapolis, Ind 694 3.65 5 Houston, TeL 404 2. 13 31

Manchester, N.H 658 3.46 6 Chicago, III 402 2. 12 32
Hartford, Conn 647 .3.41 7 Charlotte, N.0 386 2.03 33
Sioux Falls, S. Dak 643 3.38 8 Salt Lake City, Utah__ 378 1.99 34
Portland, Me 640 3.37 9 Minneapolis, Minn 362 1.91 35
Des Moines, Iowa 635 3.34 10 Atlanta, Ga 356 1. 87 36

Omaha, Nebr 587 3. 09 11 Cheyenne, Wyo 353 1.86 37

Portland, Oreg 562 2.96 12 Oklahoma City, Okla.-- 342 1.79 38

Wilmington, Del
Providence, R.I

560
555

2.95
2.92

13
14

Las Vegas, Nev
Jackson, Miss

333
323

1. 75
1. 70

39
40

t.
Baltimore, Md
Wichita, Kans
MlamItfla

544
541

- 538

2.86
2.85
2.83

15
16
17

Louisville, Ky
Seattle, Wash
Little Rock, Ark

302
288
265

1. 59
1. 52
1. 39

41
42
43

Great Falls, Mont 520 2,74 18 Columbia, S.0 251 1. 32 44

Detroit, Mich 510 2.68 19 Albuquerque, N. Mex... 239 1.26 45

Philadelphia, Pa
Fargo, N Dak

496
494

2.61
2.60

20
21

Norfolk, Va
Birmingham, Ala

224
192

1. 18
1.01

46
47

New York, N.Y
Anchorage, Alaska

476
459

2.51
2.42

22
23

Charleston, W. Va.. .....
Honolulu, Hawaii

179
150

.94
. 79

. 48
49

Los Angeles, Calif 446 2.35 24 New Orleans, La 106 . 56 50

Phoenix, Ariz
Memphis, Tenn

432
424

2.27
2.23

25
26 Medien 428 2.

I Real estate tax estimates are based on a home with a $19,000 market value. Amounts were originally computed for 1966
on the basis of effective property tax rate data for selected major local areas, reported by the U.S. Bureau of the Census
In "Taxable Property Values," vol. 2 of the 1967 census of evernme, . The 1966 estimate for the largest city in each
State was reviewed by a knowledgeable official in each such city and upJated to 1968 for this presentation. In a number of
instances, local estimates for 1968 deviated significantly from the 1966; difference was at least M in the following cities:
Newark, Detroit, Anchorage, Charlotte, and Atlanta.

. . .

2 Cities are ranked from high to low on the basis of local direct taxes as a percentage of gross income.

Sourcei: "Urban American and the Federal,Systini," AdvisorY Commission on Intergovernmental Relations, Washington
D.C.; October 1969. - - . :

Report to Governor's Miniesota Property Tax Study Advisory Committee, Rolland F. Hatfield, director, Minnesota State
Planning Agency, St. Paul, Minn. 1970. _ ,

. . . _ ,
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The most recent evidence on taxable valus per capita for 32 of the nation's
43 largest urban areas is presented in Table 21 (in which per capita values for
the outlying portions of the urban area are expressed as percentages (4 the cen-
tral city values). In most cases taxable capacity is higher in suburban territory.
This is especially true of the older metropolitan areas, particularly those in the
Northeast and Midwest. In Baltimore suburban property values per capita were
only 81% of those in the central city in 1950 but had risen to 110% by 1960.
In Milwaukee. Co., suburban property valueb per capita were 105% of those in
the central city in 1935, 120% by 1940, anA 138% by 1960. The Milwaukee data
suggest the general pattern (in the view of tax expert Dick Netzer of NYU).

The problems of the cities become even more pronounced when one is made
aware that cities are unable to devote as large a share of their resources to
education as their suburbs. This is caused by the high cost popnlation and oldev
physical plant of the central cities which produce demands for general govert
ment serviceshealth, public safety, sanitation, public works, transportation,
public welfare, public housing and recreationthat are 'proportionately far
greater than those of the suburbs. Central cities devote nearly 65 percent of
their budgets to non-educational services, while their suburbs and other outstate
communities devote less than 45 percent of their resources to similar services
(Table 22).

TABLE 21.PROPERTY TAX DIFFERENTIALS, CENTRAL CITIES VERSUS SUBURBS, SELECTED LARGE METROPOLITA N
AREAS, SELECTED YEARS BETWEEN 1957 AND 1961

[Values shown =outlying portions of area as percentage of central city]

Region and metropolitan area

Estimated
per capita

taxable
property

values

Estimated
per capita

property
tax revenue

Approximate
effective
tax rate

relationship

Northeast:
New York City and rest of SMSA 131 134 (100)102
Philadelphia and rest of SMSA 146 94 64Buffalo and rest of Erie County 112 96
Newark and test of Essex County
Rochester and rest of Monroe County

158
100

91
58

5581

75 58North Central:
Chicago and rest of Cook County 123 93 76Detroit and rest od Wayne County 102 87 85
Cleveland and rest of Cuyahoga County 106 88 (97)83St. Louis and rest of SMSA 96 105 109
Milwaukee and rest of Milwaukee County 138 91 (81)66
Cincinnati and rest of Hamilton County 122 66 54
Kansas City and rest of Jackson CouMy 52 62 119
Columbus and rest of Franklin County 117 137 117
Toledo and rest of Lucas County 122 107 88
Omaha and rest of Douglas County 148 65' 44West:
Los Angeles and rest of Los Angeles County 102 ' 68 67
San Francisco and rest of SMSA 85 89 105
San Diego and rest of San Diego County 100 90 90
Seattle and rest of King County 91 66 73
Denver and rest of SMSA 90 58 64
Phoenix and rest od Maricopa County 116 163 141
Portland and rest of Multnomah County 77 47 61
Oakland and rest of Almaeda County 90 78 87

South:
Baltimore and rest of SMSA 110 58 (55)53
Washington, D.C., and rest of SMSA 95 96 101
San Antonio and rest of Boxer County 203 17 8
Memphis and rest of Shelby County 108 4 4
Atlanta and rest of Fulton C,ounty az 71 87

. Louisville and rest of Jefferson County 145 98 68
Fort Worth and rest of Tarrant County
Birmingham and test of Jefferson County

88 32
102

36
117

Oklahoma City and rest of Oklahoma County 97 48 49

Central cities raise about 30 percent less per capita for education from local
taxes than other school districts. However, central city residents tax themselves
40 percent more heavily in total tax effort than their surrounding areas (Table
23).
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Growth in educational expenditures outlined above has far outstripped the
slow rate of growth in the urban tax base and still cities spend less per pupil for
education than do other parts of metropolitan areas (Table 23). Educational

programs and services in central cities generally cost more per unit than they do
elsewhere. The two most obvious reasons for this difference are the higher cost
of many budget items in the city and the additional expense imposed by the socio-

economic makeup of the urban school population. Higher teacher salaries, caused

by a stable and mature teaching staff at the top of the salary schedule, higher
salaries of maintenance, secretarial and other non-instructional personnel, (all
affected by comparably more active unionization) are important cost components
for central cities. In addition, the higher costs of school sites and construction
simply add to an already expensive educational program cost compared to the
non-urban district. Another important factor that adds to the cost of education in
the cities is the variety and expensiveness of educational programs to meet the

needs of the urban school population. The population of the schools of the central
cities is increasingly composed of .students from disadvantaged and/or non-white
families (Table 24).

TABLE 22.CENTRAL CITIES, PERCENT OF TOTAL BUDGET, EDUCATION AND NONEDUCATION USES

Per capita taxes

Total Education Noneducation

CC OCC CC OCC CC OCC

Northeast ($223) ($174) ($61) ($105) ($159) ($79)

Washington, D.C.: 340 147 NA NA NA NA

Baltimore, Md 193 127 NA NA NA NA

Boston, Mass 232 162 55 108 177 54

Newark,' NJ 259 224 57 128 202 95

Paterson-C.P.,1 NJ 180 214 74 135 . 106 79

Buffalo, N.Y 221 172 40 55 181 118

New York, N.Y 305 255 90 139 215 115

Rochester, N.Y 213 176 68 116 145 60

Philadslphia, Pa 176 139 51 85 125 54

Pittsburgh, Pa 176 126 52 71 124 55

Providence, R.1 157 169 NA NA NA NA

Midwest_ (187) (145) (75) (89) (113) (56)

Chicago, III 189 168 65 104 124 64

Indianapolis, Ind 180 141 78 98 102 42

.1,1 , Detroit, Mich 170 160 50 95 119 64

Minneapolis-St Paul, Minn. 190 175 63 107 128 68

Kansas City, Mo 206 118 86 66 120 47

St. Louis,h10 203 137 71 87 132 . 50

Cincinnati, Ohio 193 110 79 69 114 41

. Cleveland, Ohio 181 . 172 '81 112 ' 110 - 59

Columbus, Ohio 129 146 67 108 . 62 : 39

Dayton, Ohio 217 113 107 78 - Ill 35

Milwaukee, Wis 203 163 73 55 130 107

South (135) (104) ' (45) ' (52) (90) (52)

Miami, Fla 197 152 62 - 62. 135 90

.- :' . Tampa- St. Petersburgh, Fla 142 106 44 44 98 62

Atlanta, Oa 159 105 55 103 51

Louisville, KY 135 110
.56
39 ' - 76 96 34

New Orleans; La 109 60 . 39' I0 70 50

Dallas, Tex 142 108 51 60 91 48

Houston, Tex 122 154

,

41 99 81 55

San Antonio, Tex_ 71 34 28 ... ...II ' 43 .. 23

West (230) (273) (95) . .. (91)' (135) (83)

. 'Los Angeles- LB., Calif 250 225 . 100 . 100 150 125

San Bernardino, R. & 0., Calif 234 202 115 99 119 , .103

San Diego, Calif._ 169 177 '73 87 '- 96 . 91

San Francisco-Oakland, Calif 322 222 .. 85 .127 237 95

Denver, Colo 220 154 114 89 1C7 65

Portland, Ores 208 131 91 .79 118 52

Seattle, Wash 205 100 85 ' - - 53 119 ! 47

Weighted average for 37 SMSA's 219: 170

Weighted average for 34 SMSA's 217 , 172 73 96 144 76

Unweighted averages 195 3150 3 69 84 . 126 - .' 66

Educational taxes are for 1957-68.
2 For 37 SMSA's.
3 For 34 SMSA's.
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TABLE 23.-TAXES AS A PERCENT OF PERSONAL INCOME, 37 LARGEST METROPOLITAN AREAS, CENTRAL CITY
AND SUBURBS, 1966-67

Metropolitan area

Taxes (local) as a per-
cent of personal income

Metropolitan area

Taxes (local) as a per-
cent of personal income

Central
city

Outside
central

city
Central

city

Outside
central

city

Washington 9.1 4. 4 Miami 6. 7 4.6
Baltimore 7.2 3.5 Tampa-St. Petersburg 5.3 4.2
Boston 8.4 4. 0 Atlanta 5.1 2.9
Newark 8.8 5. 5 Louisville 4.6 3.2
Patterson-Clifton 6. 4 6. 2 New Orleans 3.7 2.1
Buffalo 7.7 5. 2 Dallas 4.5 3.3
New York 8.0 5. 6 Houston 4.0 5.3
Rochester 6. 4 4.8 San Antonio 3. 0 1.0
Philadelphia 6. 2 4. 0 South 4.17 3.3
Pittsburgh 5.8 3.9 Los Angeles-Long Beach 6.3 6.3
Providence 5.4 5. 6 San Bernardino-Riverside.... 8.2 8.0

Northeast 7.2 4. 8 San Diego 5.2 6.1
Chicago 5.2 3.9 San Francisco 7.1 5.7
Indianapolis 5.3 3.9 Denver 6.5 5.0
Detroit 4.9 4. 2 'i'llitland 5. 9 4. 2

Minneapolis-St. Paul 5.1 4. 8 Seattle 3. 7 3.5
Kansas City 6.3 3.4 West 6.1 5.5
St. Louis 7.0 3.8

Total 6. 1 4. 3Cincinnati 6.3 3.5
Cleveland 6. 4 4.2
Columbus 4. 8 3.9
Dayton 6. 8 3.2
Milwaukee 6. 4 3.9

Midwest 5.9 3.9

Source: ACIR compilation. "The Pattern of Allocation of Federal Aid to Education," a preliminary summary of findings,
Joel S. Berke, Stephen K. Bailey, Alan K. Campbell, Seymour Sacks. The Policy Institute of the Syracuse University
Research Corp.

A dramatic example of the disadvantage of urban school districts is provided
by the cost of land prices. For instance, Detroit purchases school sites in areas
where land is exceedingly scarce and consequently exceedingly costly. Many De-
troit suburbs still have access to open and undeveloped land. In 1967 Detroit paid
an average price per acre of school sites which was in excess of $100,000, con-
trasted with only approximately $6,000 per acre in surrounding suburban dis-
tricts. In the 25 largest cities average .land costs per acre are $658,000-in their
contiguous suburbs, $3,500.
; The most expensive item in school budgets is professional salariei. Here again,

in order to obtain the teaching manpower necessary to staff schools, Detroit offers
a higher beginning salary than many of its neighboring school districts. Detroit's
entry level minimum salary in 1968-69 was $7,500. The average entry level mini-
mum salary for 35 surrounding suburban districts was $6,922. In fact, the closest
suburban district in terms of entry level salary was $300 below Detroit. More-
over, big cities typically must pay higher rates for skilled maintenance workers.
The present arrangements by which states allocate funds do not compensate for
such cost differentials.

Continuing with Detroit as an example, we must observe its tax base is actually
decreasing. Assessed valuation dropped from $20,000 per pupil in 1960 to $16,500
in 1968. This is a consequence of a variety of factors : industry moving to sites
outside the city, urban renewal projects which replace tax paying buildings with
public structures, and freeway construction which destroys taxable property.

The combination of a high cost population, a stagnant tax base, increasing
demands for non-educational, services, and an increasing resource gap between
cities and their suburbs, provides more than adequate explamition for the ,finan-
dal crisis that is confronting the school districts in the central cities.

Both state and federal educational aid programs will have to be increased and
modified in order to assist urban school districts in coping with their educational
finance problems.

THE PROPERTY TAX

The property tax is rooted in a rural society where the value of land and
buildings owned by an individual served as the best measure of taxable capacity.
In our modern day, urban society, there is increasing support for the belief that
the annual fiow of money income to the individual ordinarily represents the most
precise measure of ability to pay taxes. : )
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The regressivity of the property tax is now well documented (see Table 26).
In addition, there is a regressivity in the total state-local tax burden as well.
The range of differences in the distribution of state-local tax burdens relative to
family income size is from 16.6 percent of the $3,500 adjusted gross income for
a family of four in 1968 to 3.1 percent of the $50,000 adjusted gross income for
the same type of family (Table 17). The problems caused by retaining this out-
moded measure of taxable capacity are reflected in the hardships that the pay-
ment of residential property taxes imposes on low income, including many of the
retired, households. Payment of residential property tax can become an. extra-
ordinary tax burden and consume as much as 50 percent of a household's limited
income (Table 12 and Table 25).
TABLE 24.-NONWHITE POPULATION CONTRASTED WITH NONWHITE SCHOOL ENROLLMENT FOR 15 LARGEST

CITIES: 1960-65

Percent nonwhite of total
population

Percent nonwhite of
school population

CHy
1960 19651 1960 1965

New York 15 18 22 28

Chicago
24 28 40 52

Los Angeles 17 21 21 21

Philadelphia 27 31 47 55

Detroit 29 34 43 56

Baltimore
35 38 50 61

Houston 23 23 30 34

Cleveland
29 34 46 49

Washington 55 66 78 88

St. Louis ,
29 36 49 60

Milwaukee
9 11 16 21

San Francisco 18 20 31 43

Boston
10 13 16 26

Dallas
19 21 26 27

New Orleans
37 41 55 63

1 Nonwhite figures based on 1960 ratio of Negroes to total nonwhite population applied to 1965 Negro population.

Source:The pattern of allocation of Federal aid to education, a preliminary summary of findings, The Policy Institute of

Ilse Syracuse University Research Corp.

TABLE 25.-FROM PROPERTY TAX OVERLOAD SITUATIONS-HOW IT WORKED IN WISCONSIN AND MINNESOTA IN

Household income group

1968

Plumber
of

claims

_rty tax 1Average prope
Ratio of Property tax 1
to household income

(percent)
Average

household
income

Before After
credit credit

Percent of
tax burden Before After

relieved credit credit

Wisconsin:
0
$1 to $499
.1500 to $999
1,000 to $1,499
1,500 to $1.999
2,000 to $2,499

$2,500 to $2,999
$3,000 to $3,500

Minnesota: .

Less than $250
$250 to $499 .

.$500 to $749
$750 to $999

1,000 to $1,249
1,250 to $1,499
1,500 to $1,749
1.750 to $1,999
2,000 to $2,249
2,250 to $2,499
,500 to $2,749

, 2.750 to $2,999
,000 to $3,249
,250 to $3,499

.

102 0 $333 $151 55

539 $381 254 98 61 66 26

6,508 .. _ .801 ... .. 211 78 63 26 10

, .14,903 :1, 269: 249 140 44 20 11

16; 809' 1, 750 .- 288 .188 -35 16 11

14,287 2,236 323 241 25 14 11

9, 857 2,734 363 307 15 13 11

5,576 3, 207 415 392 5 13 12

. .

192
.

: 495 164 51 69

.198 434. 145 38 74 33.4 8.8

' 994 652 128 39 70 19.6 6.0

2,108 891 136 42 69 15. 3 4.7

. 2,779 1,132 143 : 72 50 12.6 6.4

3,666 .1,380 151 . 76 50 10.9 5. 5

3, 453 ; ; 1, 624 160 , 95 41 9.9 5,8

3,828 . 1,880 -167 -100 40 8.9 5.3

3,115 -. . 2,122. '179 30 8.4 5.9

2, 879 2, 375 182

.125
127 30 7. 7 5.3

. . 2,403
,

2,717 190 151 21 7. 0 5.6

'.2, 189 2, 875: 194 155 20
.

6. 7 5.4

1,488 3,124 200 179 10 6.4 5.7

. 1, 270 3,368 215 193 6 6.4 5.7

- _

Includes property tax portion of rent payments....

Sources: Wisconsin Department of Revenue Research Division, July 28, 1970. Minnesota Department of Taxation,

Property Tax Relief for Minnesola'sSenior Citizens(special report) August 1970,
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The percentage of total state-local property tax with an initial impact on busi-
ness has decreased from an estimated 45.1 percent in 1957 to an estimated 39.2
percent in 1987 (Table 27). As states have raised additional taxes during the ten
year period 1957-67, they have turned to taxes on persons and non-business prop-
erty (Table 28). In short, property taxes are irrational as well as regressive.
Districts can have high educational expenditures and low taxes if they have sev-
eral large businesses within their borders.

Pioneering efforts are taking place in Wisconsin and Minnesota in the use of
an income tax credit-tax rebate, referred to as a "circuit breaker" technique,
to protect individuals and families from extreme property tax burdens. The con-
cept provides property tk,x relief when the tax exceeds a given percentage of
household income (Table 25). Present programs deal with both elderly renters
and homeowners. Three states provide benefits to elderly renters while one state
restricts its program to elderly homeowners. It will hopefully only be a matter
of time until the extraordinary residential tax burden of the poor is also included
in "circuit breaker" tax programs. Increased usage of the "circuit breaker" con-
cept by the states could have the affect of easing the opposition of the elderly
and the poor to increases in property taxes that have been necessary to finance
the needs of the schools. This could be particularly beneficial where there are
high concentrations of the elderly and the poor in the central cities.

9
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STATE AID PROGRAMS

Programs of state aid to local school districts have caused the resulting fin-
ancial structure to be compromises of accommodation in three primary areas:
(1) a continuation in some form and in some amount Of the long-standing and
traditional flat grant per pupil ; (2) an attempt at an equilization program that
is historically substantially underfinanced ; and (3) the desire in some localities
to finance truly superior public sch6ols. In most states, the Foundation plan
ended up providing the poorest district with funds sufficient to finance a basic
educational program at a level well below that which many school districts
willingly supported. Wealthy school districts, measured by either income or real
property, have usually been provided with enough authority to exceed the min-
imum fouadation plan level without unduly straining local resources. Recent
years have seen a strong trend toward the So-called "equalizing grant" method
of distribution of state aid and it now accounts foriapproximately 70 percent of
the total state aid distributed (Table 29).

TABLE 29.ESTIMATED AMOUNT AND PERCENT OF STATE GRANTS DISTRIBUTED FOR PUBLIC SCHOOL
PURPOSES, BY PURPOSE AND METHOD OF DISTRIBUTION

Purpose and method of distribution 1953-54 1957-58 196243 1 1966-67

Amount in millions:
All purposes 2, 980 4, 516 6, 539 '9, 645

Flat I, 572 1, 892 Z 506 Z 970
Equalizing I, 408 2, 625 4, 033 6, 675

General purpose 2, 407 3, 712 5, 806 8, 174
Flat I, 185 1, 386 2, 027 1, 928

. Equalizing 1, 222 2, 326 3, 779 6, 246
Special purpose 573 815 733 1, 471

Flat 388 576 479 1, 042
Equalizing 185 299 254 429

Percent distribution:
All purposes 100. 0 100. 0 100. 0 100. 0

Flat 52. 8 41. 9 38. 3 30. 8
Equalizing 47. 2 58. I 61. 7 69. 2

General purpose 80. 8 82. 2 88. 8 . 84. 7
Flat 39. 8 30. 7 31. 0 . 20. 0
Equalizing 41. 0 51. 5 57. 8 64. 7

Special purpose 19. 2 18. 0 II. 2 , 15. 3
Flat 13. 0 II. 4 7. 3 10. 8
Equalizing 6. 2 6. 6 3. 9 4. 4

1 Not including Tennessee where about ;120,000,000 of State grants were predominantly for general purposes and
distributed on an equalizing basis.

. Source: U.S. Department of Health, Education, and Welfare, Office of Education, State Programs of Pbblic School SUpport.
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The practice most widely followed in equalization grant state aid is for the
state aid to local districts to bear an inverse relationship to the resources of the
local district. However, to prevent this theory from becoming totally operable,
most states place a ceiling on state equalization support. The further this ceiling
is from meeting the actual educational needs in the poor districts of the state,
the more it inhibits true equalization.. The fact that the measure of local dis-
trict financial capacity in most states is an, equalized property value only com-
pounds and retards the possibility of . such state aid programs achieving equali-
zation. For instance, cities may have.high per pupil property values but also con-
siderable non-education municipal expenses. At best, most state aid equalization
programs have helped to establish a minimum education program throughout the
statethat is, available to all students regardless of the &cal ability of their
local school district. At the same time these programs of "equalilation" have pro-
vided opportunities for wealthy districts, whether the wealth is created by loca-
tion of real property or high personal income, to supplement the minimum.pro-
gram to the extent they desire from their own local fiscal resources.

The variation in equalized property per student is enormous within the states.
This fact, coupled with the ceiling on state equalization grants, has caueed, dif-
'ferences of per Pupil expenditure among districts within a given state to vary
by multiples of two or three in some instances. An additional comment on this
situation is that all too often the district spending the lower amount for educa-
tion is very often exceeding, ifl tax effort per $1,000 of personal income, the effort
'made by the district that is .Empporting education at the upper extremity of per
pupil expenditures.

INCREASED RTATE ASSUMPTION.

Various, methods' have been proposed to increase the equity of educational
finance systems. One method would be to.simply provide sufficient funding in
present state aid formulas, with elimination of ceiling limitations, so that the
poorer districts will in fact receive, a proportion of state aid that reflects their
low property valuation and also their actual educational needs. Another proce-
dure would be to Use. something Other than the real property of a district as both
the measure of wealth and also, as the revenue source of local funds for the district
(e.g.., income.) States have been deterred from ,complete equalization because of
the huge costs. If business property .was taken off the local tax base and.shifted
to a statewide tax, states could better afford to equalize residential property dif-
ferences among districts without complete state assumption 'of.all school costs.

Perhaps the most sweeping suggestion being, discussed in the area of inereased
state funding for public elementary and secondary education is that of "full state
funding." Such a proposition- would eliminate many of the problems associated
With the present dependence by the school district on the property tax as its local
source of revenue. Although ai statewide.property tax. to support education would
not eliminate many of the problems Inherent in the property tax .as an equitable
revenue source, it.would eliminatethe enormous:variance in real property valua-
tion per ,pupil noW present among the districts of each state .(that is used as a
measure of the districts' wealth and, as, its source of local rerenue). A strong case
can, be made for a. fully state-funded program ,of .state'ai4 to use as its revenue
source:a .progressive state income tax; rather , than the regressive -property' tax.

One.of the goals of the full state aid program would be the eliminationof the
great disparity found among districts under present systems. Preaent programa
have remitted in the higheat expenditure» for education to be found in district» of
high socio7econotnio atatua rather than ;where the.educational need

. is the greatest
or where the educational costs are the_most.excessive. A program of allocation of
all educational finances froni a state sourCe could help eliminate these obvious
inequalities.

,

Whether full state funding is the best funding Plan to employ or whether the
problems that it would resolve should be taken care of by-other means is not the
important issue. The .queation is whether a program of federal aid could lag down
conditiona for receipt or incentivea for additional . funda in order to encourage
atatea to develop more equitable agatema of .diatribution of atate aida. It would
appear that because of very slow progress toward more equitable aid programs in
many of the states, the time and method are most appropriate for action by the
federal government. A larger state share of total educational expenditures would
also help' dampen the inflation discussed earlier. Under the present financing sys-
tem there is continuous pressure for many districts to reach the level of the
highest expenditurewealthy districts in the state (e.g., Great Neck, Winnetka,
etc.). Increased state aesumptien and' state salary schedules will moderate this
tendency to emulate the high salaries of the wealthieat suburbs.
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THE POLITICAL OUTLOOK FOR EDUCATIONAL FINANCE

Referendum are more significant for education policy than other areas of pub-
lic policy. A 1960 survey of school referendum concluded the fewer the voters who
turned out (0-30%), the greater the chance the bond or tax measure would pass.
Turnout in the middle range (31-60%) was associated with more failures than
suecesses, while highest turnout (over 60%), found equal outcomes. Fortunately,
for education turnouts have traditionally been low. Recent Gallup Poll data indi-
cates voters' informational maps about what their schools are doing are very
incomplete, just as their normative maps about what schools should do are
missing.

The obvious hypotheses are that the higher the tax increases sought, the more
regularly will it be defeated. Table 30, drawn from two recent years of California
tax elections, supports this view.

TABLE 30.-TAX INCREASE SIZE AND ELECTION SUCCESS IN CALIFORNIA SCHOOL DISTRICTS, 1966-68

1966-67 1967-68 Both

Tax size
Percent

won N
Percent

won N
Percent

won

Lower . 2 50 4 100 6 83

Same . 26 96 25 96 51 96

Increase 181 42 93 59 274 47

1 to 20 cents 17 47 17 53 34 50

21 to 40 cents - I'IM:60, , 42 28 68 8 8 50

41 to 60 cents sa 48 21 57 85 51

61 to 80 cents_ 21 33 14 64 35 46

81 cents 19 21 13 46 32 31

Total 209 48 122 68 331 56

Source: Calculated from data provided in California De pa rtment of Education, "Tax Rate Increase Elections," 1966-67

and 1967-68 (Sacramento: Bureau of School Apportion m ent and Reports).

We do notwish to make too much out of limited data in a single state, but Cali-
fornian's had 'a quite high tolerance of large tax increases. In 1960-67 and
1967-68 increases in the range of 10 to 800 in tax increases had as good as or bet-
ter chance of success, thereafter stiff resistance set in. Recently, however, turn-
outs have been increasing and tax raises voted down.

Our cost-revenue analysis in the prior sections indicates the necessity for refer-
endum on tax increases will, at best, not let up and ptobably even accelerate. As
costs outrun revenue, schobls will have to face the voters at even shorter inter-
vals. Moreover, there is significant evidence that the lessened support for refer-
endum in 'recent years has become a nationwide problem. The following table
shows that regardless of whether a 3/3 majority was required, bond approvals
peaked in 190'and then 'sharpif declined (Table 31). We could provide a state
by state table showing this alarming pattern emerging dramatically in every re-
gion, subregion, and indeed,Almost every state. The decline is particularly sharp
in the' North Central and South. It' does make a difference in every region whether
the majoritY required is 50% or 'higher, but except for 'the West, the difference
is not impressive.

TABLE 31.-STATE AND MEDIAN REGIONAL DIFFERENCES IN SUCCESSFUL BOND ELECTIONS BY APPROVAL VOTE

REQUIRED, 1961-691 '

. .
.

.19.61 . 1962 . 1963 1964 1965 1966 1967 1968 Totel

North east 2
Do

83.
82.

3 ,

9
91.
98.

7 88.9
0 82. 3

80. 0
100. 0

81. 3
81. 6

70.
' 'BO.

9
9

81.
88.

8
5

75.0
65. 9

81. 5
82. 6

North central 2 66. 7 60. 9 57.7 68. 0 66. 7 62. 0 60. 7 52.9 61. 5

, Do ' 67. 3 ,. 65. 8 . 66.9 69. 2 , 75. 3 56. 3 , 60. 8 48. 2 66. 3

South 2
Do

80.
100.

0
0

86.
89.

1 56.2
2 93.0

82. 7
88. 2

78. 8
82. 5

37.
75.

7
9

63.
66.

7
7

73.5
59. 7

81. 4
85. 3

West 2 ' 67. 3 65. 3 67.6 65. 1 65. 0 50. 5 66. 7 75.0 66. 0

Do 78. 6 82. 1 90.5 82. 1 100. 0 83. 3 69. 0 88.9 82. 7

, Total 2 68. 7 70. 6 67. 6 , 74. 6 80. 0 62. 0 67. 1 57. 2

Do 81. 1 83. 3 85.1 86.3 80. 0 75. 0 66. 7 65.1

. .

I Source: "Bond Sales foi Peblic School Purposes," U.S..Offico of Educition annual reports (Washfngton, D.C.: National
Center for Educational Statistics). The total approval based (*the par Ivalue of issues was even lower than the figures
above based on percent of elections approved: In 1969 only'43.6% of the par value in dollars were approved; In each year

the per cent approved based on par values was lower than the figures In table 31.
2 States with extraordinary majority required, mostly 3i needed.

dr; .,
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FIGURE. 2
SCHOOL DISTRICT DUDOIET DEFL7h.TS
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An intensive study of tax election defeats In New York State shows the trend
in graphic terms. Note the big jump in defeats in 1969 (Figure 2). While local
taxes In New York have been increasing sharply because of welfare and medical
programs, voting on school budgets is virtually the only remaining chance for
the electorate. 'to express direct control over public spending. Moreover, it is
the high educational effort school districts that are absorbing the bulk of the
defeats. Defeats are closely associated with 'school tax burden, whether' that
burden takes the form of a currently high rate or as one which has increased
rapidly in the recent past. This finding Is ominous when one considers the cost-
revenue trends by 1975 are likely to force many districts in the nation to show
a several year trend of stiff increases.1

A new York State Department Study revealed the following kinds of items
tend to be cut from budgets when tax referendum are defeated: guidance coun-
selors, psychological services, elementary and high school foreign languages, and
some extra-curricular activities.

1According to the Investment Bankers Association, voters last year approved only 48%
of the school bond issues put before them; in 1965, the approval rate was 77%, and in
1960 it was 89%.

Referendums on increasing property tax levies to meet school operating costs have met
a similar fate. In Ohio, for instance, only 29% of such issues were okayed at the polls
last year, down from 84% in 1960. In Illinois the approval figure plunged to 44% from
72% In that same period.
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Moreover, a survey of all New York districts (including ones where the Ludget
was passed) shows a net reduction of professional positions during the 1969-70
school year. Cutbacks were particularly notable in professional staff to improve
instruction for the disadvantaged and handicapped. Urban areas in several
states have been particularly hard hit on staff reductions because they are losing
pupils, and consequently are penalized in the state aid formulas based on average
Daily Attendance. An ominous trend in urban areas is for administrative reduc-
tions based on seniority to fall primarily on recently elevated minority super-
visors. As Table 32 indicates, any hopes that increased federal and state funds
would relieve the local tax burden have been shattered by the failure of outside
money to increase.

TABLE 32.REVENUE RECEIVED FROM FEDERAL, STATE, AND LOCAL SOURCES FOR PUBLIC ELEMENTARY AND
SECONDARY SCHOOLS (By Percentage)

Federal State . Local
sources sources sources

School Itear:
1957-58 4. 0 39.4 56.61959-60 4. 4 39.1 56.5
1961-62 4.3 38.7 56.9
1963-64 4. 4 39.3 56.4
1965-66 7. 9 39. 1 53. 0
1966-67 7.9 39.1 53. 0
1967-68 8.0 39.3 52.7
1968-69 7. 3 40.7 5260
1969-70 7. 2 40.9 51.81970-71 6.9 41.1 52.0

Source: Committee on Educational Finance, National Education Association.

INPUT-OUTPUT RELATIONSHIPS IN PUBLIC EDUCATION

While the above part outlines the bleak financial situation;lt does not analyze
the impact of either long term declining financial resources or increniental fed-
eral financial .assistance to :prevent such deterioration. Indeed, there is not
enough solid evidence on either of these points to support 'categorical statements.
The best one can do is' to examine the evidence we have and make best guesses
on input-output relationships in education.
The simplified cost-quality Studies in theearly 1950's did not take'into aCeount

the: stUdent's capabilities prior .to :entry; intO school, or the type of experiences
he participated in outside of school: ThishicICof control for pupil background
and enYironment jeopardized their Conclusion that districts which 'spent more
dollars per pupil were most effective in .ternis of pupil. attainment. Given the
advantaged socio-economic environment froin which the children in Winnetka and
Scarsdale come, it would be surprising indeedif such high expenditure,schools
did not produce high pupil attainmeni.

.

The : above studies were followed by a' number .of sociological .surveys. that
deMonstrated student achlevement'is tied very tightly to his socio-economic statusi
(Coleman report). The principal conclusions of this tight relationshiphave been
challenged 'on several methodological grounds and thc. verdict is now' very much
in doubt.' The studies that have emphasized, or overemphasized,. the influence of
social environment at the expense of school services, if taken on their face,. have
the effect of discounting the significance of schooling. At the other extreme, the
cost-quality study has frequently been construed to mean that schools can solve
the problem of low pupil attainmentif only we spend just a bit more money.
Ideally, we could .nialce an assessment of .the "value added". nature of school,
ing. That is, we should like to determinewhat a student "knew" when he com-
pleted school, and how much of the difference was the unique contribution of the
school. The controls necessary: for such a study are impossible .to implement.
Instead, we must 'settle for, a review of research that has avoided the failings of
past efforts and conies Closest to the "true" effects of schools upon student per-
formance. It must be remembered that schools do not occupy the entirespan of

1 A major criticism Is that the Coleman report measures of socio-economic conditions and
school services are highly Interrelated and do not meet the criterion of independence.
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even the most ardent student's time. Whatever schools do to enhance this com-
prehension depends in a very major way upon the student's ability to perceive,
store, process, and respond to a wide variety of .environmental inputs.

The inability to construct a unified theory of instruction has deterred the iden-
tification of effective school service components. For instance, we are beginning
to know moderately well the neurological and psychological mechanisms which
interact to, enable one to read. What we are just beginning to investigate is the
means by which we can intervene in and manipulate those processes in order to
make readers out of particular individuals. Moreover, measures of educational
output tend to be narrow such as a single performance criterion (e.g. students'
scores on various kinds of standardized achievement tests). Despite such handi-
caps an increasing body of sophisticated research is accumulating on the effective-
ness of various school service components.. .

An inspection of these disgested results by Guthrie and Levin demonstrates
..that there is a substantial degree of consistency in the studies' findings.
. .."The strongest findings by far are those which relate to the number and qual-
ity of the professional staff, particularly teachers. Fourteen of the studies we
reviewed found teacher characteristics, such as verbal ability, amount of expe-
rience, salary level, amount and type of academic preparation, degree level, and

employment status (tenured or non-tenured) to be significantly associated with
'one or more measures of pupil performance. In order for school staff to have an
effect upon students, however, it is necessary that students. have some access
to such persons. And, indeed, we also found that student performance was re-
lated to some degree to contact frequency with or proximity to professional
staff * * *."

This synthesis of studies concluded schools can have an effect that is inde-
pendent of the child's social environment. In short, school service components
have been identified as being capable of "making a difference" in what happens in
school. These components include items such us ability of instructional staff and
adequacy of instructional materials. The achievement of high quality on each of
these Service dimensions costs money.

This does not mean we can predict in a linear fashion the marginal increase in
educational attainment (however measured) from an increment of federal funds.'
Indeed, the continuous pressure for teacher salary increases may mean incre-
Mental dollars will be consumed by across the board salary raises rather than
more pupil contact with high quality teachers. As Alexander Mood observes in
his summary paper to a recent USOE Conference, "Do Teachers Make .A
Difference?"
t "We can only make the not very useful observation that at thepresent moment

we cannot make any sort of meaningful quantitative estimate of the effect of
teachers on student .achievement:Many investigators believe that teachers may
be the most important factor in educational achievement for most children and
are at worst second only to parents. That belief rests largely on judgment and it
may well lie true ; unfortunately it does not give us any clue as to how it oper-
atesitria without that it is not of much use to policy formulation or administra-
tive practice."

Many classroom observers have stressed that teacher-pupil "rapport" evi-
denced by such things as . love and imagination are more important than raw
verbal ability of the teachers. In short, only now are the research techniques be-
coming sophisticated enough to provide firm recommendations for policy makers.
The measures used in prior studies were crude. Whatever. matters about a
teacherprobably is not measured by age, years of experience, or a simple verbal
test.

Given the state of the art on input-output studies, it may be most useful to ap-
proach the current financial crisis by speculating on what might happen if the
public schools experience slow but unremitting financial cutbacks or if costs con-
tinue:to rise with relatively slight budget increases. Since the voter trend data
presented earlier indicates severe cutbacks have just emerged, recently we have
only preliminary indications. In .New York a survey by the State Department
indicated such things as foreign languages, music, and compensatory education
were the first to feel the axe. (Bailey can supply some figures here.) In Los An-

$

1For a pioneering attempt at this using teacher verbal ability as a predictor. see Henry
Levin "Cost Effectiveness Analysis and Educational PolicyProfusion, Confusion. and
Promise," II &D Memo No. 41, School of Education, Stanford, California.
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geles, the cuts came in a reduced school day that meant less teacher-pupil contact
in the instructional setting. Cuts in instructional materials were prevalent in both
New York and California.

It is our judgment that the cutbacks caused by lack of funds will be concen-
trated in certain school service componentscomponents that preliminary studies
indicate are among the most effective. The collective organization of teachers
makes it unlikely that reductions will be absorbed by teacher compensation.
Teacher wage rates have at least kept puce with the inflation rate. Recent in-
creases in Chicago of 8% per year were considerably above the current annual
inflation rate. The collective strength of teacher organizations is still on the up-
swing and we can foresee.no force to weaken their pressure for increasing their
financial position. Nationally teachers' salaries make up 60% of the total school
budget. Insulating this area from cuts or priority decisions means other school
service components must feel a magnified impact.

Another area that will most likely escape the axe is the welfare component,
especially school breakfast and lunch. Recent federal legislation broadening
the school lunch act will stimulate increased expenditures in this area, especially
for needy children. School health programs are likely to see more emphasis rather
than less in the future. The high public value attached to athletics and extra-
curricular activities indicates cuts in these will be used primarily as a way to
generate community support for the next tax election.

It appears to us that the main cuts will be concentrated on (1) libraries and
instructional materials, (2) foreign languages, music and after school special
instructional programs, and (3) reduction of teacher-pupil contact hours (shorter
school day) and less senior (e.g., minority) administrators. The cut in instruc-
tional materials will come at the very time better instructional packages will
become available. In effect, education Mil become more expensive in terms of
salaries but the teachers will have less instructional software to work with. Both
teacher-pupil contact hours (including special after school programs) and instruc-
tional materials have appeared in several studies as school service components
that can "make a difference."

Trends in public school politics do not seem to be providing either sufficient
financial support for the schools or a boost for cost effective determination of
Priorities. As in other areas of public expenditures the political exigencies will
Probably not permit "tight budgets" to result fa a more rational allocation of
resources. Certainly one role for USOE in this financial predicament is to point
out the expenditure choices states and localities have which will exert the least
likely negative impact on educational attainment. Another responsibility is to
insure that the quality of public education is, not eroded slowly by cost-revenue
imbalances. This raises the question directly of whether it is necessary or even
Possible to wait for new R & D methods that "work" before increasing federal
aid. We believe the answer is no.

Our lack af knowledge about cost-quality relationships indicates the oversim-
plified argument that cost cutting is the answer to educational finance is a risky
Policy. We simply do not know the effects af alternative cost cutting schemes on
educational attainment or quality. It is better not to pretend we do know the
impact af cost reduction than merely to assume certain beneficial outcomes or
that a lot af fat is in existing budgets. Given the strong public support for low
Pupil-teacher ratios, little budget publicity remains. The only way to incur large
swings is to trim the nuniber of personnel.

THE FEDERAL ROLE IN EDUCATION UNDER PRESENT POLICIES

THE EVOLVING FEDERAL ROLE

The federal role in education grew dramatically in the mid-sixties around a
series of categorical aid programs. One estimate of federal programs with an
impact on education notes 170 grant-in-aid in 21 different departments and
agencies operating through 92,000 units of government throughout the fifty states.
This remarkable disorder arose because of a lack of clear Federal policy for edu-
cation. As James observed :

"Besieged with so many advocates of courses of action, Congress seems simnly
to have thrown un its hands and appropriated money for supporting any good idea
that could be advanced throughout the vast educational establishment, in the
general hope that ways can be devised to exploit any breakthrough that is
achieved, and to promote any line of experimentation that holds promise."

10 8
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The.Federal role has consistently, however, been a force to improve the tech-
niques for assessing our educational output (e.g., National Assessment) and in
improving its efficiency. Beyond this, federal goals have been scattered in several
different directions with not enough funds devoted, to any single objective to
have much impact. Moreover, the overall federal budget impact has declined
from a high of 8% of total 1960 expenditures at all levels of education (including
college) to 5% in 1969. Several years of declining budgets (especially when one
considers inflation) has caused erosion of the federal stimulus. Many local school
sotems have made program adjustments in order to receive their present level
of federal funds. Further changes will require additional sthnulation given the
trend of state and local resources which appear inadequate to even maintain the
existing system.

The federal government has relied to a considerable extent on a welter of guide-
lines and regulations to help the categorical programs meet the target. These
categorical programs reflect priorities from different thne periods in American
politics. The range is from 1920 vocational education needs, to the NDEA Sputnik
era; the Korean War impacted aid, and the more recent concern with "innovation"
and the disadvantaged. Over the years, progr: ...is have been plied on top of one
another and the categories have hardened. .1.:arely do the programs reinforce
each other in a given state or LEA. For instance, it is difficult to find any exam-
ple of where a city links EPDA teacher training to a Title I program that is
supplemented by Title III and NDEA. Various federal categorical programs
operate in relative isolation spread around the city and seldom concentrate in
one school and/or its feeder system. Many critics stress there is no federal
strategy to link the categorical aid programs with the R & D efforts carried on
through the Cooperative Research Act.

The reliance on detailed guidelines and regulations for the aid programs has
not proven to be sufficient leverage to insure the funds hit the target. It is im-
possible to write explicit guidelines which are applicable to more than 19,000
school districts, and exceedingly difficult to enforce them once they are written.
The multitude of categories has hindered comprehensive planning at the state
level and encouraged state categorical coordinators who talk primarily to their
federal categorical counterparts.

The federal guidelines and regulations are inputs into 50 diverse state political
systems, and what policies emerge reflect the very different political actors and
patterns in Texas, for example, as compared to California. Recent studies com-
paring federal aid distribution in six states indicates the paterns among the
states are very diverse and depend to a significant extent on historic state politi-
cal bargains and tradition. The federal guidelines, can control the outcome of
these political systems only when they are very detailed (and explicit) and are
backed up by a clearly perceived willingness to cut off funds for violations. This
kind of federal muscle seems to run counter to the "New Federalism." On the
other hand, friendly persuasion among federal-state-local professional colleagues
has proven to have grave ihnitations.

In brief, the current Administration strategy for federal aid appears to be
this: (1) American education is not nearly as effective as it could be, (2) present
Federal programs are not Nvell designed to make it better, (3) we need to find
more effective instructional methods through research and experimentation, (4)
after we find out "what works" we will increase federal educational resources.
In the interim we can consolidate some categories and cut down the "red tape."
The dispute seems to center on the last pointtiming of increasing federal aid.

THE DISTRIBUTION OF FEDERAL AID : WHO WINS, WHO LOSES

It is important to sketch out the probable federal role in the next few years if
this Administration strategy continues. First, with respect to its grant-in-aid
programs several thinp seem clear. A recent study by the Syracuse University
Research Corporation examines federal aid impact in 573 school districts located
in five urbanized statesCalifornia, New York, Michigan, Massachusetts, Texas.*
The sample (FY 1965FY 1968) was weighted toward the larger school systems.
The programs studied account for 80% of federal appropriations to elementary/
secondary education and include:

(1) Title I, II, and II of ESEA
(2) Title III of NDEA, Title UA of NDEA

*Most of the following is lifted verbatim from the SURC report.
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(3) Vocational education
(4) School lunch and mills
(5) Impacted areas

The amounts of federal aid tend to be extremely small, both in absolute terms-
$21 to $50 per pupil-and in comparison with total revenues for education range
from 3% to 10%.

STATEWIDE AVERAGE PER PUPIL REVENUES FROM MAJOR FEDERAL EDUCATIONAL AID PROGRAMS, COMPARED
WITH TOTAL REVENUES

State

Federal aid
Total Federal Total as percent of

aid revenue total revenue

California $39. 01 $729.70 5. 3
New York 33. 59 1,003.45 3.3
Texas 50. 34 476.43 10. 5
Michigan 21. 36 667.10 3. 2
Massachusetts 38. 88 662.91 5. 8

Average 36. 58 710.92 5. 2

The effect of the leveling and decline of federal aid is exemplified by its opera-
tions on Title I. In 1968-69 school year, cutbacks of $68 million combined with
the growing costs of education resulted in $400 million less for disadvantaged
pupils in the local schools that year than was available in the first year of the
program. In addition, the growth in the number of eligible pupils--both because
of changes in the federal eligibility formulas and because many cities have ex-
perlenced marked increases in the number of AFDC pupils-has made for a
sharp decline in funds available per Title I pupil. In New York State, Title I
funds per poverty eligible pupil had declined to little more than half, from
$305.04 to $200.10 in the four years of Title I operation.

COMPARATIVE BASIC DATA ON TITLE I, ESEA ALLOCATIONS IN NEW YORK STATE, FISCAL YEAR 1966-69

Average net Total number
Maximum State Proration current Prorated of poverty

basic grant Allocation factor expense per pupil eligibles

Fiscal year -
1966 $109, 666, 770 $109, 666, 770 1.00 365.64 365.64 299, 962
1967._ 159, 451, 297 111, G91, 007 .70 393. 14 273.95 405, 5841968.. 195, 227, 704 115.776,356 .59 416. 70 247.05 468, 629
1969 265,610, 797 113,600, 524 .43 467.88 200.10 567, 706

When school districts are confident of steadily rising amounts of aid, these
Federal programs are likely to become an integral part of the total educational
planning of administrators and school board members. However, where aid
varies nmrkedly from year to year, educational planners are handicapped by
uncertainty as they develop next year's academic program, contract for facil-
ities and equipment. and hire additional staff. During the years covered by
this study federal aid reaching school districts has differed from year to year
and has followed no discernible pattern as illustrated by this New York data.

TABLE 33.-NEW YORK STATE CENTRAL CITY AVERAGE PER PUPIL REVENUES FROM MAJOR
FEDERAL EDUCATIONAL AID PROGRAMS, 1965-68

1965 1966 1967 1968

New York $7. 10 $31.48 $79. 22 $39. 89
Buffalo 3.81 38.63 70.06 52.18
Rochester 5. 24 28.15 110.19 98.82
Albany-Schenectady-Troy 15.97 49.46 44.45 73.18
Syracuse 5.39 29.91 64.37 74.58
Utica-Rome 47.67 67.80 89.04 70.67
Binghamton 5.45 II. 53 32.35 23. 55
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Not only is federal support declining and fluctuating but it is also not channel-
ing educational. resources to where the needs are greatest-or offsetting the in-
equities of state and local finance patterns. One of the most consistent 1)attern:4
of impact is that school districts in non-metropolitan areas, largely rural and
school town in character, get more federal aid than do metropolitan areas. In
California, Texas, and Michigan non-metropolitan areas receive an average 50%
more aid per pupil timn do the metropolitan areas. The major exception is New
York City with its high concentration of AFDC in Title I (see Table on P 65)

Ilxamilmtion of aid distrilmtion within metropolitan areas-between cen-
tral cities and suburbs reveals that federal aid is insufficient to overcome the
suburban advantage in locally raised revenues and state aid.

In short, federal aid has done little to close the wide gap in revenues avail-
able to education between high cost cities and their suburbs (see Table 34,
p. 00).

METROPOLITAN AND HONMETROPOLITAN AVERAGE PER PUPIL REVENUES FROM MAJOR FEOERAL EDUCATIONAL

AID PROGRAMS, COMPARED WITH TOTAL REVENUES

State Federal aid
Total

revenues

Federal aid
as percent of
total revenue

California:
Metropolitan 36. 35 729.70 5. 1

Nonmetropolitan 53.68 610. 60 8. 4

New York:
Metropolitan 34. 84 1, 023.45 3. 4

Nonmetropolitan 30. 51 922.46 3. 3

Texas:
Metropolitan 41. 58 476.43 8. 7

Nonmetropolitan 63. 38 535. 59 11. 8

Michigan:
Metropolitan 18.17 677.10 2. 7

Nonmetropolitan 28. 00 629. 62 4. 8

Mssachusetts:
Metropoilan 38. 58 662.91 5. 8

Nonmetropolilan (I) (I) (I)

I Not available.

TABLE34.-CENTRAL CITY AND OUTSIDE CENTRAL CITY AVERAGE PER PUPIL REVENUES FROM MAJOR FEDERAL

EDUCATIONAL AID PROGRAMS WM PARED WITH TOTAL REVENUES

State Federal aid Total revenues

Federal aid
as percent of

total revenue

California:
Central City 39. 46 684.10 5.8
Outside Central City 39. 54 816.94 4.8
floe metropolitan 53.68 MO. 60 8.4

New York:
Central City 67.66 876.06 7. 7

Outside Central City 31.03 1,036.81 3.0
Nonmetropolitan 30. 51 922. 46 3.3

Teus:
Central City 37. 71 479. 37 7. 9

Outside Central City. 35. 88 484.64 7.4
Nonmetropolitae 63.38 535.59 11. 8

Michipn:
Central City 211. 73 682.96 4.2
Outside Centrl Ctty 16.60 665. 76 2. 5

Nonmetropolitao MOO 629.62 4.8
Massachusetts:

Central City 69.00 675.01 10.2
Oetside Central Oty 37.13 In. 65 4. 8

Nonmetropolitao (I) (I) ($)

Nol rtble.
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Federal aid is also not very effective in enhancing an equitable distribution
on a slumber of other indicators. The SURC study defined equity in terms of
the relationship of federal aid to some rough measures of economic, social, educa-
tional and fiscal need. The findings indicate that :

(1) federal aid tends to be mildly equalizing, but that within some metro-
politan areas a distinctly dis-equalizing phenomenon exists,

(2) the degree of equilization is usually too small to offset pre-existing
disparities among school districts.

(3) a number of individual federal programs operate to help the rich
districts get richer.

Correlations of revenue from major federal programs with. mediai . family
income in. districts of ni.Itropolitain areas

California -.27
New York -. 31
Texas -. 67
Michigan -. 17
Massa ch use tts -. 30

When individual federal aid programs are examined, the mild overall equaliza-
tion effect disappears except for Title I of ESEA as this example from the New
York metropolitan area demonstrates.

SCHOOL DISTRICTS

Great Neck
(high)

Hu ntington
(moderately

high)

Hicksville
(moderately

low)
Bellport

(low)
New York City
(central city)

Median family income 14,451 8, 988 7, 908 6, 237 6, 091

Federal programs:
ESEA I 4. 66 22. 60 1. 62 26. 44 67. 78

ESEA II 1.26 2. 40 2. 33 1. 80 1.78
ESEA III 11. 51 2. 22 0 1.35 1. 59

NDEA III . 32 1. 45 1.64 6. 36 1. 05

NDEA VA 0 0 . 36 . 70 . 34

Public Law 874 0 2. 22 3. 41 29.23 0

Vocational education . 62 2.04 . 75 .10 . 57

Lunch and milk 3.86 5.86 4. 07 5.71 4.99
Total less ESEA I 17. 57 16. 19 12. 56 45. 25 10. 32

Total 2123 38. 79 14. 18 71. 69 78.10

Given our analysis in Section I on the inequities of state aid programs, the
relationship between federal and state aid is of great interest. If federal all
were offsetting and redirecting inequitable state aid priorities and patterns, we
would find a significant negative correlation between state and federal aid. For

f
the live states in the sample this did not occur.

1 Correlations of federal revenue with state aid to school districts in
i metropolitan areas
)
i

i
i

California .07
New York -18
Texas .2!)
Michigan -.08
Massaelmsetts .00

This finding Is especially disconcerting when one considers the difference in
favor af districts outside the central city in the sample.

STATE AID PER PUPIL FOR METROPOLITAN AREAS. 19671

State

Difference In
Outside favor outside

Total Central city central city central city

New York M75. 20 $392. 90 8485, 33 $32. 98
California 271.65 50. 73 274.06 23. 33

Tons 206. 21 183.01 210. MI 27.47
Michigan 263.06 227.88 268.41 40. 53

Massachusetts 118.41 223.01 111.93 -101. 11

Unsighted average of stifle metropolitan mem

63-412 0-71-pt. I
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THE TREND IN FEDERAL AID

One important factor in understanding the impact of revenue is the pattern ofaid over time and its effects on educational policy. When school districts areconfident of steadily rising "amounts of aid, those aid programs are likely to be-
come an integral part of the total educational planning of administrators andschool board members. However, where aid varies markedly from year to year,
educational .planners are handicapped by uncertainty as they develop next year's
academic program, contract for facilities and equipment, and hire additionalstaff.

During the years covered by our study, federal aid reaching school districts
has differed from year to year and has followed no discernible pattern. While all
the states and metropolitan areas in the sample show increased per pupil aid for
the four-year period, in the last year of the period almost half the districts in
metropolitan areas reported an actual decrease in per pupil amounts of aid. An
additional four of the areas maintained the same level of aid, and only the re-
maining 30 percent showed an increase. Yearly revenues reported by the major
cities in New York Illustrate the phenomenon (Table III-12).

TABLE III-12.REVENUES FROM MAJOR EDUCATIONAL AID PROGRAMS FOR NEW YORK STATE CENTRAL CITIES,
1965-68 (AVERAGE PER PUPIL)

Albany,
Schenec Utica- Bingham-

New York Buffalo Rochester lady, Troy Syracuse Rome ton

1965 7 4 5 61 5 48 5
1966 31 39 28 49 30 68 12
1967. 79 79 110 44 64 89 32
1968. 40 52 99 73 75 71 24

In sum, federal aid has an equalizing effectalthough not as great as one would
expect given the size of Title I in the total. It tends to work in favor of at least
one target group that has been identified with significant educational disad-
vantagenonwhite Americans. While sonic equalization takes place, it may not
exist for a certain metropolitan area or across income categories. Grantsmanship,
and special situations often enter in o moderate the effects of formula grant
programs. Indeed, other than Title I the categorical programs were not designed
by federal policy makers with equity considerations in the forefront. Finally, the
relatively small percentage that federal aid contributes to total educational rev-
enue makes federal aid a weak lever for changing or redirecting priorities. The
amount of federal aid is not commensurate with the task. The flow of funds under
state plans (excludes Title I) raises grave questions about the probable state dis-
tribution of no strings attached federal funds under revenue sharing.

THE IMPACT OF PRESENT FEDERAL POLICY IN THE TO'S

The above analysis indicates the present federal policy will not deal with the
growing fiscal crisis in public education or provide federal resources to areas ofgreatest need. It will have a negligible impact on the issue of financial equity. It
will provide little incentive for changing stnte and local revenue systems thatfurnish 930 of every educational dollar.

The impact on R & I) is less predictable. We do not know how long it will take
us to find out "what works." The National Institute of Education and experi-
mental schools are still largely on paper and the basic research could take dee-ades. We know the development phase requires enormous amounts of money. It is
difficult to predict how much until we kuow the instructional concepts that deserve
intensive development. If there is to be a massive effort to find and test new
methods in education, the outlines of such a strategy are only beginning to take
shape. If school systems under intensive fiscal pressure are to wait for this,their financial base is likely to undergo severe erosion. The R & D strategy will,
in essence, help a drowning man as soon as the experts find out why he is swim-
niing so poorly. Discovering "what works" In education is a continuous processand searchno answer can suffice for all time or be applied uniformly acrossthis diverse nation.
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NEW DIRECTIONS IN THE FEDERAL ROLE

EQUITY AND CHOICE

We believe the public elementary/secondary schools need federal funds to main-
tain the present quality of American schools. These additional funds should also
provide greater equity. We cannot produce any studies or data that will guar-
antee these federal funds will move us dramatically forward. However, we do
fed they are needed to keep us from moving backwards. Looking at the sudden
outpouring of polemic literature on the schools, one might even assume that stu-
dents were learning less than they used to. However, the available evidence dem-
onstrates that although schools in deteriorating neighborhoods are showing de-
clines in pupil attainment, the average American child does somewhat better on
standardized achievement tests than he did a few years ago. Our aspirations for
education have changedand rightly so. But we must be careful that these aspira-
tions do not deflect us from letting the limited gains to date erode.

Along with this stance for more resources (that are equitably distributed) we
believe new initiatives are needed to. enhance choices in education. We will not
attempt to discuss all possible good things to do in this area. For instance, the ad-
ministration is already pursuing a program of experimental schools and a redi-
rected R & D strategy through the NIB. Our role will be to suggest new Within-
dyes worthy of consideration.

ALTERNATIVES TO ENHANCE EQUITABLE FINANCING

We will discuss four alternatives for channeling funds to the areas of greatest
need : (1) revenue sharing, (2) an urban education act, (3) a revised impacted
areas program, (4) grant consolidation. All of these options will be analyzed In
terms of their potential for insuring federal funds are additive to state and local
funds and provide incentives.

The Administration's major domestic initiative for dealing with state and
local finances is revenue sharing. We cannot be sure of the exact formula although
the major changes from the 1967 bill appear to be increasing the total amount of
money and the local pass-through share from 30% to 50%. At this point it would
be helpful to review briefly the formula and particularly its treatment of
education.

The administration proposal divided the monies among the states by a formula
based upon population adjusted for the state's relative effort to raise revenue.
States and localities could choose to use a "pass through" formula to insure each
city and county would receive a part of the funds in proportion to their relative
size and revenue-raising effort within the state. (For details of the 1909 local
pass through formula, see Appendix A.) The 1971 bill had a new condition that
state and local governments must get together and figure out their own system
for splitting up thy shared revenues or else lose 10% of them.

In the Administration bills one of the key comprises wes that school districts
along with special distriets such as those which provide water and irrigation
serviceswere deliberately left off the list of political finbdivisons which would
share directly in the grants. Wiedenbaum said this limitation was the most im-
portant compromise reached at a 1969 meeting of state and local government
officials. Moreover, the tax effort for education will count toward increasing a
local Milts share of the localities pie only If the LEA Is fiscally dependent. It
was expected independent school districts would reek a larger state share of
educational revenues. Finally, the Administration bill had no earmarks for any
categories. Education was left to bring its case to the mayor and the governors
(dike for a share of the federal revenues. Indeed, the bill's architects thought
their design would be useful in mitigating the historic political isolation of edu-
cation from general goverment. It did not discuss the probability that mayors
would be most likely tn use the money for municipal employee phy raises (or for
tax reduction) rather than education. If one views this outcome us likely a
better alternative would he to divide the dollars raised by general revenue shar-
ing among the special revenUe sharing ea tegoriet.

The alternative bill !:.. the Administrution's. devised by ACIR, would have the
States set aside for local school purposes an amount equivalent to the proportion

I Press reports indicate the administration's 1971 bill will count revenues raised by such
special districts as schools.

114 ,
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that the taxes raised by Independent school district taxes. There is nothing in
the bill. however, that wonld prevent a State from targeting aid to needy areas
snch as cities. While revelme raised by independent, school districts varies
widely from State to State, the amount of funds designated for public support
collies to 16% oe the total on a nation-wide basis.

The reaction of the edncation professional organizations to revenue sharing
was equivocal and no coherent strategy was seriously considered. The NBA
(11(1 not support the Administration bill becaure it did not provide enough money
to poor states snch as Kentucky and Mississippi. The Edncation Commission of
the States (11(1 not take a position but expressed general support to the overall
revenue sharing concept. The ACIR had earmarked funds for education in hopes
of rallying the school lobby behind the bill, but to no avail. The school lobby con-
centrated on adding increments to Great Society categorical programs in direct
opposition to the Administration.

A continuation of this stance by professional educators Is dangerous, especially
in view of the strong support for revenue sharing by mayors and governors. The
threat made by these public officials goes like this: "If the educators oppose rev-
enue sharing then they better not come around the next year and ask state and
local goverinnents for more money to support education. We will teli them We
don't have the money, and where were the education lobbies when revenne sharing
was debit ted."

In short, the Commissioner needs to lead in the sense of informing the pro-
fessioiml community about the economic and political implications of revenue
slmrIng for them. If part of the design is to end the isolation of school districts
from general government. by excluding the revenue raised by independent school
districts, then the Conunissioner needs to speak to this issue. State and loml gov-
ernment officials already resent education's view that it should have first call
on their treasuries. A bruising fight between educators and general government
officials couid only heighten this tension. A mayor might rightfnlly charge edu-
cation Is moving hint off the property tax base (see p. 17 for Table 12), but will
not help with revenue sharing to open up an alternative revenue source. The
state legislators are confronted with cnrtalled school years and teacher strikes
as a pressnre tactic for more state aid. While such tactics may have short run
payoff, the long run alienation is dangerous if the growth in federal aid is to be
throngh general revenne sharing.'

The Family Assistance Plan also has important implications for the overall
fiscal situation of the schools. If the Federal government takes over most of the
welfare burden from the states, then state government might be more willing to
take on an Increased share of the education bndgets. In effect, the stotes
trade a "winning" expenditure item for a big "loser" in the public's view. Thisbrings us directly to a consideration of education incentives iii a revenue sharing
IIIll (or in a separate bill if federal welfare assumption is likely).

It is unlikely that a revenue sharing bill will emerge front Congress devoid of
any earmarks or incentive schemes for particular functions like education. Whenand if the bargalnIng start IISOB should have in mind some preferred options.
The discussion below is designed to indicate such options in terms of revenuesharing's potentlal speeding np

(1) state assumption of education costs and targeting of federal fundsto areas of greatest need;
(2) incentives for a more equitable property tax ;
(3) incentives for increased state nnd local effort In education.Our discussion under grant consolidation will deal with other types of in.cent Ives ( Including compensatory education).

Revenue sharing is a good vehicle for stimulating change in financing of educa-tion Inyause of the ability to give greater weight to certain types of revenue.For example, it one wants to stimulate increased state assumption he need onlycount state dollars for education twice as much as local dollars. With a different
objective (less regressivIty) in mind the Douglas stmected thatState income tax collections be given double weight in calculating the State taxeffort factor in any revenue sharing plan.

We believe It k naive to :mime Nine:Mon will gel 40q of the revenue-sharing doihrs.nit: marginal money will often ot to the Projects most useful to a mayor's re-election--orison renewal. model think houninc. or welfare relief. The -11)% estimate is based on theaverage sham, not the marginal neeik.
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A more drastic way to stimulate state assumption Is to reimburse states who
exeeed the national average state elementary and secondary school revenue as a
percent of state personal income. The national percentage is 2.1% and Table :15
reveals the winning states if one reimburse:: me im the dollar.

TABLE 35.-STATE GOVERNMENT EDUCATION OVERLOAD. 1969-70-ESTIMATED COST OF SO PERCENT

REIMBURSEMENT GRANTS

(Dollar amounts in milllonsi

State and region

State
government

revenue
receipts

for elemen-
tary and

secondary
schools,
1969-70

(from our
own source)

State
personal
income,

1969

State ele-
mentary and

secondary
school

receipts as
percent of

Education overload

State Per-
tonal income

Reimbursement
TO111 grants

United States. $15. 716. I $744, 479 2 2. 1 $2. 029.5

New England and Mideast:
Maine 78. 5 2,987 2.6 15.8

New Hampshire 7. 4 2, 489 . 4

Vermont 21. 0 1, 426 1. 5

Massachusetts 200.0 22, 722 . 9

Rhode Island 51. 3 3, 515 1. 5

Connecticut 210. 0 13, 784 1. 5

New York 2.071. 0 1, 314 2. 5 361.9

New Jersey ........ _ . . . 409. 0 30, 312 1. 4 .

Pennsylvania 1, 039. 4 43, 102 2. 4 132.1 181.0

Delaware 87. 9 2, 218 4. 0 41.3 66. 3

Maryland 300. 9 15. 336 2.0 20.1

District of Columbia . 143. 7 3, 768 3. 8 64.6 32. 3

Midwest:
Michigan 770. 0 35, 010 2.2 34. 8 17. 4

Ohio 560. 0 40, 145 1. 4

Indiana 360.0 18, 868 1. 9

Illinois 797. 6 47, 340 1. 7

Wisconsin 256.9 15, 376 1. 7

Minnesota 365. 0 13, 408 2. 7 82.6 41. 3

Iowa 167. 0 9. 870 1.7 .
Missouri 256.0 16, 085 1. 6

North Dakota 28.5 1, 852 1_ 5

South Dakota 14. 5 1, 995 . 7

Nebraska 42.4 5. 230 .9
Kansas 124. 4 8, 096 1. 5

South:
Virginia 300.0 15, 441 1.9

West Virginia 134. 5 4, 735 2. 8 35.1 17. 6

Kentucky 235. 0 9, 202 2. 6 41. 8 20. 9

Tennessee 257. 0 11.100 2. 3 22. 0 11. 0

North Carolina 571. 6 15,030 3. 8 256.0 128. 0

South Caro9na 245. 0 7,018 3. 5 47.6 48. 8

Georgia 377. 5 14, 253 2.6 72. 2 39. 1

Florida 608. 7 22.396 2. 7 139.4 67. 2

/Oahu= 257. 7 9,116 2. 9 66.3 33. 2

Mississippi 160. 0 5. 234 3. 1 52.1 26. 0

Louisiana 331. 9 10, 413 3. 2 113.2 56. 6

Arkansas 112. 4 4. 963 2. 3 & 2 4. 1

Oklahoma 142.9 7, 825 1. 9

Texas 740.0 36.458 2. 0

New Marco 128. 2 2. 879 4. 5 67. 7 33. 8

Arizona 165. I 5. 709 2. 9 45. 2 22. 6

West:
Montana 45. 0 2.172 2. 1

Idaho 51. 0 2.120 2. 4 6.5 3. 2

Wyoming 18.5 1.073 1. 7

Colorado 126. 0 7, 567 1. 4

Utah III. 6 3, 132 3. 6 45.8 22. 9

Washington 400. 0 13, 093 3. 1 125. 0 62. 5

Oregon 97. 0 7. 261 1. 3

Nevada 40. 5 2.037 Z. 0

Cakfornia 1, 550.0 83, 408 1. 9

Alaska 38. 5 I, 258 3. 1 12. I 6. 0

Hawaii 149.0 3,060 4. 9 84,7 42. 4



8398

In order to make the plan more politically attractive, the threshold percentage
could be lowered to 1.5% and the payment rate to 200. Still another alternative
to weight the state dollars twice in the revenue sharing formula that exceed the
national median state education expenditure for all states of 2.1%. Note any
scheme based on the 2.1% national median helps the Southeast while a companion
measure for federal assumption of welfare helps the Northeast and Midwest.The possibilities of a political combination for welfare and education are obvious.Section I of this paper has made the case for increased state assumption of
education. We content that a state which accepts the major responsibility for edu-
cation funding will find it difficult to defend and perpetuate the current inequali-
ties in educational opportunities within its borders. Moreover, the decision-mak-
ing emphasis at the local district level could then shift away from financial
decisions and toward educational decisions.

A related objective of federal revenue incentives could be to encourage the
state to reimpose its right to tax property. A state could levy a state-wide property
tax of 12 mills and distribute the proceeds without being restricted by the prop-
erty tax base of any locality such as a big city. Well trained state tax assessors
would be able to introduce a high degree of competence into the assessment proc-
ess. The revenue sharing formula could double count property tax dollars raisedat the state level.

All of these state assumption incentives would be enchanced if a second tax
effort measure were added to an Administration bill-State education effort this
year as compared to the previous year-thereby giving greater weight to the most
recent revenue Increase effort. This would also mitigate the problems caused by
the historic patterns of state funding whereby states would be rewarded because
in 1810 they decided on high state aid in proportion to local aid (as many South-
ern States did after the Civil War).1

If earmarks do develop for education (such as the ACIR proposal to set aside
money for independent school districts), it would be wise to double weight the
tax dollars raised by large cities. School districts with population over 100,000,
for example, could have their tax contributions count two dollars for every dollarraised.

COMPARISON OF STATE AID AND SELECTED FEDERAL AID PROGRAMS FOR LARGE METROPOLITAN AREAS

All SMSA's with population >500,000 ESEA I

State
discretionary

Federal
fonds I State aid

California:
Central dty (N..7)
Outside central city (N..119)

New York:
Central dty (N..5)
Outside central city (N43).

Texas:
Central city (N =4)
Outside central ety (N-33)

Pliddgan:
Central city (N..1)
Outside central city (N-31)

Manechusetts:
Central dty (fi..1)
Outside central city (N -26).

519.64
11.09

53.90
12. 35

19.67
12. 25

37. 15
7.86

32.33
7.95

$11.44
8.92

13.70
11.44

5.73
10.38

7.27
5.75

It 84
12.79

$234.29
275.78

372. 51
494.06

174.26
209. 35

238.13
271. 26

I 236.00
100. 26

ESEA II, NDEA III, VA, vocational education, lunch and milk.

I This In especially trur for the table 35 proposal to reward States exceeding the 2.15)level ot State elementary and secondary revenue as a percent of State personal Income.
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COMPARISON OF STATE AID AND SELECTED FEDERAL AID PROGRAMS FOR SCHOOL DISTRICTS IN 5 LARGEST
CITIES RANKE0 BY INCOME

Schoo! districts in 5 largestSMSA's ranked by income categories ESEA I

State
discretionary

Federal
funds' State aid

Los Angeles:
High ($12,P00 to $8,600)
Mode rMely high (18,600 to $7,400)
Moderately low ($7,400 to $6.400)
Low (16,400 to 16,100)
Central city ($6,196)

New York City:
High (117,000 to
Moderately high 110,500 to $8,000).
Moderately low ( ,000 to 16,500)
Low ($6,500 to $5,500)
Contra! city (sco91)

Houston:
High ($8,900 to $7 200)
Moderately high v67,200 to $6,300)
Moderately low ( ,300 to $5.000)
Low ($5,0M to $3,700)
Central city ($5,902)

Detroit:
High (14,700 to $8 700)
Moderately high 0,700 to $7,400)
Moderately low( .400 to $6,600)
Low ($6,6M to 85,600)
Central city (16,069)

Huston:
High ($9,400 to $9 000)
Moderately high (p00 to $T
Moderately low (1 ,300 to
Low ($6,xo to $5,900)
Central city ($5,747)

0
$6.00
14. 39
24. 19
23. 05

7. 17
11.86
12.88
17. 12
68.72

2.61
4. 03
7. 40

49.69
14. 32

1. 70
6. 56
7. 52

12. 28
37. 15

4. 31
5. 16
6. 65

14.93
32.33

13.60
7.71
7.86

12.72
4.92

7.74
12.18
10.68
10.83
8.89

9.69
10.34
9.89
9.06
6.92

3.07
6.24
5.45
7.03
7.27

7.81
12.57
15.60
10.34
16.84

$230. 25
242.04
272.63
380.70
191. 53

338.98
494. 20
505.20
584.55
329.74

201. 5a
179.03
167.03
243.56
172.60

206.68
261.07
297.90
268.46
238.13

125.20
121.78
99.73

118.68
236.08

ESEA H, NOEA III. VA. vocational education. lunch. and milk.

COMPARISON OF STATE AID AND SELECTE0 FEDERAL AID PROGRAMS FOR SCHOOL OISTRICTS
IN 5 LARGE CITIES-BASED ON PERCENTAGE OF NONWHITE POPULATION

Districts in 5 blest SMSA's ranked by racial makeup ESEA I

State
discretionary

Federal
funds' State aid

New York:
(1) Majotity nonwhite (>50 percent)
(7) Significant minority (15 to 49 percent)
(36) Minority nonwhite (<15 percent)

Houston:
Majority nonwhite (50 percent)

r8
61 Significant minority (14 to 49 percent)

Minority nonwhite (I5 percent)
Detroit:

Majority nonwhite (50 pPercent)
Significant minority (15 to 49 percent)

Minority nonwhite (15 percent)
Boston:

Majority nonwhite (50 percent)
I Significant minority (15 to 49 percent)
24) Minority nonwhite (15 percent)
rn,Los veles:
%PR ejority Mexican-American (SO percent)
1 Sig. Minority Merkan.American (15 to 49 percent)
16) Minority Mexican-American (15 percent)

Majority nomepite (M-A 4-8)(rA percent)
Sig. minority -Awhile (15 to 49 percent)._

19) Minority nonwhite (15 Percent)

$36.97
30.02
10.62

10. 21
19.31

30.89
18.30
5. 13

32.33
7.99

18. 46
10.78
5. 26

27.44
12. 26
6.28

$14.85
12.75
10.41

11.38
8.35

8.76
7.03
5.87

16.84
13.09

8.42
8.35
7.30

11.46
7.92
7.21

$294.74
430.09
523.62

193.35
lilt 49

306.05
253.58
272.69

236.08
112.19

293.95
305.85
232.49
376.76
276.13
236.72

ESEA H, NDEA IH, VA, vocational education, lunch and milk.
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SOME SPECIFIC ALTERNATIVES FOR STATE AID INCENTIVE PLANS

The use of the federal leverage technique on state aid would have a number of
positive effects. It would provide an opportunity for the U.S. Office of Education
to identify the best or most promising practices in educational finance and pro-
vide encouragement for their adoption by federal incentive aids. The practice
could also serve to provide a vital role in moving state policy makers to a decision
which, although viewed as reasonable and desirable by many within a given state,
is difficult to make because of the constraints and traditional patterns of the
state political arena." Such federal encouragement might also move states toward
a program of financing education that has greater equity than most present
systems, and thereby reinforce the political pressure generated by court suits
based on the violation of the equal protection clause. This type of leverage or
incentive program would be optional to the states and not mandatory, which
would alleviate concerns of many In the states regarding federal domination,
control, etc.

The following principles might be considered worthy of federal incentive aid
(possibly as part of a revenue sharing formula) if implemented within state edu-
cation finance plans:

(1) increased support by the state
(a) recognizing that some states provide a substantial amount of aid ;

most states do not adequately support public elementary and secondary
education from state sources;

(b) the use of the state tax base would help to eliminate the great
fiscal disparity among the districts of a given state ;

(c) supports the principle that, as state created institutions, the
public schools should properly expect to receive substantial financial
support from state sources;

(2) Use of tax effort as the basis for determining the amount of statesupport
(a) this would recognize the enormous inequities carsed by the pres-

ent reliance on assessed valuation of real property as a measure of local
district wealth in the calculation of state aid support for the district's
educational program ;

(3) Equal local effort (percentage of wealth within a school district spent
for education) would receive equal state support in all districts in the state.
This would provide for equal total dollars available for education for the
same effort (Coors, Clure, Sugarman, "power equalizing" principle). This
principle can be exemplified by the following table for a hypothetical
formula ;

Effort=percentage of district wealth for support of education.
Offering=number of dollars, combination of local and state resources,

available to spend on education for a given level of effort.

Effort (could be a tam rate) and offering
Percen t :

1 (per weighted ADA pupil) $400
1% 600
2 800

1,000
3 1,200

It should be noted that in "power equalizing," and the above table, the Offering
means total spendable income regardless of what is raised by Me local tax at
the specific effort. It is this "rule" of the table that is responsible ior the equaliz-
ing effect, for it commits thc state to give aid in exactly the amount that local
resources arc insufficient, or to take away locally generated funds when there
is an (Welts at a given level of effort.

Under such a plan, wealthier districts would, as a rule, be required to pay
some of their revenue in to a state fund in order to raise their own level of ex-
penditure for education, and with that restriction would only be allowed to

srederd aid would he preceded by St41.000 grants to states for financing studies similar
to thoge being carried out in New ork and Maryland. Such studies would compile data for
each state similar to the national data In this report.
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spend at a given maximum level for a specific level of effort. A district would
be required to increase its effort in order to increase its level of expeneture
for educational offering.

The beauty of the "power equalizing" principle is that both rich and poor dis-
trict:4 would have the same amount of money available per student when their
effort to tax themselves to support education was equal. In effect, the state would
make up the difference for poor districts between the amount their tax effort
generates and the offering at any tax effort level.

A number of other factors should receive Federal encouragement. One of these
centers around state support for the "capital embodiment" principle proposed
in School! and Inequality, by Guthrie, Kleindorfer, Levin and Stout. This pro-
posal suggests that students from low socio-economic status families should re-
ceive proportionately greater financial support for their educational programs.
The goal would be to get disadvantaged pupils to a position of "capital embodi-
ment" equality with other students at the time of high school completion. Table
36 demonstrates how the "capital embodiment" principle might be implemented :

TABLE 36.HYPOTHETICAL STATE EXPENDITURE INDEX FOR EQUALITY OF EDUCATIONAL OPPORTUNITY I

School level

Socioeconomic status level Preschool Elementary Secondary

High 1.50 2
Medium 1 2.25 3
Low 2 100 4

"Schools and Inequality," p. 239.

This scale could be challenged on the basis that preschool and early inter-
vention leads to higher cost/beneflt resultstherefore more dollars should be
allotted for early years. The basic requirement of the "capital embodiment" prin-
ciple is that at all levels the schools must expend greater dollars on lower SES
groups in order to close the opportunity gap.

Other factors that should receive consideration in any equitable program of
financing elementary and secondary education includes weighted costs for sec-
ondary and vocational programs. In addition, the weighted cost differentials of
the physically, mentally, visually, emotionally and audioly handicapped students
must be taken into account Factors such as high land and buildings costs (and
excessive transportation expenses) shoold also be calculated so that the total
educational costs may be more accurately compared among the districts for state
aid purposes. Urban areas would receive more dollars because of their higher
labor and land costs.

Federal incentives could also be provided, along with technical assistance, in
helping school districts (through state departments of education) establish fiscal
information on an individual school bags. This type of accounting will be essen-
tial if the courts support the "equal protection" suits. In the absence of Ruch a
ruling, the information would assist school districts in their financial planning
and allocation process so that rich schools do not have inordinately higher
expenditures.

Undoubtedly other suggestiona for development of a model state tad program
could be added to the above list. At this time, however, it might be wise for the
federal government to exert influence cautiously and in a few areas of principle
rather than for a "model plan" or specific details.

The important principles that would improve state financing of public ele-
mentary and secondary education are:

(1) increaaed state funding as ii percent of total elementary/secondary
expenditures ;

(2) decreased dependence on the property tax for state and local educa-
tion revenue. A statewide property tax (especially on business) is prefer-
able to the existing locally based system.

(a) link state aid to edocational effort of the local district:
(4) weighted aid allocations for handicapped atudents, including those

of low socio-economic status;
(6) adjust state aid for higher costs in urban areas.n

J. LI
r
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IMPACTED ASEA A/D

Impacted areas lobbies have resisted Administration efforts to cut back theprogram for over a decade. Every year the same charade is played out. (1) The
B011 recommends large cuts; (2) The HEW-USOE support these on the bin ; (3)The lobbies mobilize their opposition reaching into over 350. Congressional dis-tricts; (4) The appropriation bill emerges uncut and usually with increases (in-
cluding new categories of beneficiaries) ; (5) The President threatens to impound
the increases over his budget, but backs down.

'The impacted areas program is not a logical vehicle for adding equity features.Title I of ESEA was sent up as an amendment to the impacted areas but there
was no programatic relationship. Impacted areas aid bears no relationship to low
low income or revenue raising capability. Frequent studies have shown its ration-ale is outmoded and made suggestions for cutting it back. A 1970 study by Battelle
Institute found the present impacted aid formula gives a few school districts lessof the no-strings attached money than they deserve. Many others enjoy "unneces-
sary windfalls." Battelle recommended cutting the program by about $125 millionand tailoring the aid formula more closely to need. The political attractiveness
of impacted aid has hindered the accomplishment of tailoring it more to need,as long as the Administration couples this with substantial cutbacks.,For exam-pie, the Congress has repeatedly rejected sound recommendations Battelle madeto:

(1) limit eligible school districts to those suffering a federal "impact"
above the national average or who show high tax effort;

(2) deny aid to wealthy school districts with a per pupil tax base more
than 25% above the statewide average.

Indeed the 90th Congress added pupils from pnblic housing to the definition of
federally connected children who deserve impact aid. This move was in spite of
Battelle's finding that adding public housing violated economic reasoning.It is worth considering attempts to add on features to the existing impacted
area program that target existing or incremental funds to LEA's with greatert
need. Some of the alternatives for this are:
Objective

Turn the current general aid Impacted Areas program into a State-adminis-
tered block grant for meeting critical educational needs of the 70's.

Instead of direct payments from the U.S. Office of Education to 4500 individual
school districts, funds would be paid to the Sthtes in a block grant. States would
be required to prepare a plan for the use of the funds in their respective states.
$uch plan would first take into consideration the fiscal capacity of the various
school districts that had previously been "entitled" to receive P.L. 874 payments.
If the State developed objective criteria, acceptable to the Commissioner, certify-
ing that failure to receive Federal funds pursuant to P.L. 874 would constitute an
"especially severe educational problem," the state could continue the Federalfunding, in all or in part.' On the other hand, the State leadership could again
on the basis of objective findings, determine that school districts receiving P.L.874 payments had lesser need for them than other school districts and, ut,on
such a finding, could make the funds available to any district within the Strite
haring greater educational and/or fiscal needs.

Funds received locally would then be used, under State guidance (and possiblyunder the terms of existing Federal programs) for "high priority educational
olVectives," as determined by the Administration. For example, the funds could
be available for any or all of the following:

(1) compensatory education projects which, in the opinion of the State,
were succeeding in their objective (or giving substantial promise) of remov-
ing educational deprivation ;

(2) quality vocational education;
(3) education of the handicapped ;
(4) educational programs and services for the benefit of both public and

non public school studu.ts (consistent with the constitutional safeguards inESEA) ;
(5) bilingual education, education of migrant children, or other programsfor "special needs" groups.

The (use of "A" entitlements. the State may not reduce locAl districts entitlementsunless It first makes an application for same, approved by the Commissioner, on a district-by-district basis.

121
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Philosophy
Obviously, the above represents an effort to rely upon State leadership and

judgment. It is thoroughly consistent with the Nixon philosophy of block grants.
It differs from revenue sharing in that it does not allow the States to spend
$5004600 million without a plan and without delineating tbe high priorities of
that given state. This "reform proposal" is also consistent with the President's
Message on Educational Reform by providing a $500-$1300 million level for edu-
cational change. Some of the requirements sketched above could, for example, be
used by the Department and OE to help the litotes make their educational finance
systeni more progressive, at the same time that they help to identify promising
educational practices, incorporate meaningful evaluation procedures, and target
more closely on especially deprived groups.
Polities

The above general formulation (which I would be glad to sketch in much
greater detail) makes good political sense because it fractures the hitherto
monolithic educational organizations which have been successfully opposing any
changes in the Impacted Areas program, because it appeals to "have-nots" as
well as some of the most potent educational groups (e.g., vocational and handi-
capped), because it would attract reform.minded Congressmen, and because It
is a wholly new approach to the impacted aid impasse.

Nothing has been said above about saving money from presently authorized
levels. This can be done by the recommendation of certain technical amendments.
However, significant savings can only be made by basic threats to well-entrenched
educational interests. While the Budget may dictate some savings, I recommend
that the Federal role be that of making effective use of ezistIng ezpenditures (and
putting a ceiling on future Federal entitlements under the program) rather than
on trying to do the basically undo-able.

CONSOLTDATION Or FEDERAL AttO3

Secretary Richardson, in addressing the Chief State School Ofieera in No-
vember, 1970, endorsed the concepts of simplification and consolidation of fed-
eral education programs. The number of programs, with their resulting indi-
vidual guidelines, constituencies and bureaucracies have turned federal aid to
education into a maze that is a challenge to the most hardy local administrator.

The need for federal assistance to help finance the public elementary and sec-
ondary educational system of the nation has been amply discussed. Now is an
appropriate tlme to rework the patchwork of past education legislation into a
Program tbat will more nearly meet the educational needs of the respective dates
nnd the nation as a whole. Consolidation of present federal programs into sev-
eral broad categories that can be used to support the current educational efforts
of the schools has been long discussed and should now be enacted. Submission
of a comprehensive state plan could be required outlining state needs and priori-
ties. The plan would indicate how a state intended to expend the funds to meet
broad areas of national concern, or justify how the needs of these areas within
a state were being met through state funds. The plan would be reviewed every
two years and provide opportunity for accountability to the Congress. This com-
prehensive plan could be based on the required Title III needs assessments and
several federal programs could be combined to concentrate funds on specific geo-
graphic areas of the state or programatic priorities. Annual reports cou'd indi-
cate the specific progress toward the objectives derived from the needs assessment.

It would seem appropriate that any such federal aid program that contained
broad discretionary power for the states could also contain a number of incentive
factors that would encourage states to provide more equity within their tax
systems as well as more equity within their educational aid distribution system.
Incentives could be arranged so as to match federal funds with state funds that
are devoted to the following:

(1) enactment of a full equalization program fo7 the distribution of state
aids, including consideration of the effort factor .(e.g., taxes paid as a per-
cent of income) as a more realistic basis for equalization aid payments;

(2) provision for special educational cost problems in state aid of students
from various socio-economic groups. Title I funds could match at some per-
cent state funds earmarked for compensatory education. The list could easily
be exten led but it is the concept that should be established. States would
receive additional amounts of aid if they established practices that provided
far greater equity for taxpayers and students within their state.
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(3) The consolidated category for the disadvantaged could include a pay-
ment rate at more thnn one-half the state or national average per pupil
expenditure if the LEA was in a city. This could be justified on the higher
costs to educate children in the city and the municipal overburden factor.
A recent study demonstrated land and labor costs are high for ciLv school
districts (see pp. 32-33).

The data presented in the prior section on who benefits from federal aid
alerts us to the problems of grant consolidation under Title I of ESEA. In thew
largest cities with 21.3% of the pupil enrollment in their combined 28 states and
26.4 percent of the disadvantaged by Title I covnt. their receipts by program
were 15.9% of Vocational Education funds. 162% of NDEA III, and 18.1% of
ESEA II. Only under ESEA I did the no cities receive funds equal to their
percentage.
TABLE 37.THE EFFECT OF DIFFERPIG PLANS OF FUND DISTRIBUTION IN PROVIDING FEDERAL AID TO LARGE-

CITT SCHOOL DISTRICTS

Proportemal with cash &drill% total staled enrollmenfl

?timber of dlies *ftle Percentate ol Federal fends allocated is
below or above the permtate of the State's total papa popula-
tion enrolled in crly schools

Federal grant
type

Fend thstribotion
Plan

Note than
10 percent

below

0 to
10 percent

below

Ob
10 percent

ably

More than
10 percent

above Total

Vicational education State Om 15 3 2 4 24
NDEA title III do 15 3 1 5 24
ESEA tins II do 15 3 0 6 24
(SEA title III Federal-local plan 10 2 0 12 24
ESEA title I Dired-formba plan 7 0 1 16 24

Source: Data supplied by the US. Office of Education for the 24 largest cribs in the United Slates, Lical year 1967

Note the state plan programs that are likely to be the pattern under grant
consolidation perform ninch worse than Title I on channeling funds to cities If
Title I funds nre "untied" in the sense of either state plan or distiibution or re-
moving requirements for concentration in poor areas within LEA's, the flow of
funds is likely to be closer to the pattern in other federal state plan programs.

We recommend grant consolidation preserve the concentration, comparability
and targeting requirements nnder Title I. Moreover, we recommend each state
plan formula for intra-state distribution of vocational education funds be re-
viewed in detail by USOE after grant consolidation takes place. A recent anal-
ysis of six states and the data presented above indicates the vocational edu-
cation intra-state distribution formulas are inequitable. The only significant move
toward equity in the six states sun-eyed (Michigan, Massachusetts, New York,
California, Texas, Virginia) was mandated by the 1968 amendment earmarking
15% for the disadvantaged. Other than this, the 1968 amendments did not result
in more equity despite numerous references to need in the legislation.

Grant consolidation and its concomitant comprehensive state planning give
Ils the opportunity to stop the past practice of substituting evaluation for a more
fully developed oet of planning operations. We tend to search for "what works"
through experimentation instead of using planning to set general objectives and
thinking through some WI1311 of reaching these objectives. Little nse is made of

'educntional planning models at the federal level. A proper student flow model
would have surely advised us of the approximate date and magnitude of our
present teacher surplus. When such events are forecast clearly and definitely,
they are likely to stimulate thinking about policy alternatives. It would hare
been good if states and local authorities had planned ahead to use the slack
in the teacher's market to send experienced tenchers off on sabbaticals for
retraining.

If it is accompanied by comprehensive planning, grant consolidation could help
to end the existing abdication of planning by states to localities. As a snpplement
to ex post evaluation of performance. states should ask what ontpnt targets are
appropriate, what is the time horizon for meeting the targets, what progrnms
have been devised to obtain the required kinds of teaching senices and assure
their proper distribution into affected schools, what incentives were to be laid
before professional staff and students to meet targets on time, etc.

123
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A RErtaral Mime rlaxarloa Ayr'

The Preshlent's Task Forre on Urban Education. under the chairmanship of
Wilson Riles, developed as a part of their report the framework of what they
titled "An Urban Education Act." lhe funds stem to le made avallnble. on a
competitive. application basis. first to cities over ltral.000 toopidation and ulti-
mately other population strata. Basic criteria to Ire considered for awarding of
grants included need. Incidence of poverty, and low student performance
as the mom important. Other factoe51 to beconsidered were unemployment. AFD4'
incidence. narcotics rute nadkilon. educational attainment of adults and others.
Conditions such as full funding. ecauentnttion of funds. parthlpation of rorn-
munity and groups. accountability, advance funding and phasing in of existing
eategorkal pnscrams were among those listed as basic criteria components of
the 5figgellied legislation.

Funding of the Urban FAlucation Act was to provide one-thinl in additional
educational resources to the sucressfnl grant applicant. The fedenal cost of the
legislation was estimated at $3-11 billion for the operational grants to cities in
the over 100.000 population group that would have first priority.

A number et comments might be in nnler regarding the proposed Urban Edu-
cation Act. The first one would be that so much of it resembles the intent sind
operation of Title I of ESEA. In view of the Administration's stance on de-
emphasizing categorical aid programs with their guidelines, and federal. state
and local bureaucracies, the merits of such new legislation should be examined
very carefully. It might be far more efficient to modify and expand the present
Title I legislation. The SURC study demonstrates that the present Title I funds
are having a significant equalizing effect for students in urban areas. New direc-
tions regarding accountability, concentration of efforts, and performance ont-
o-me will cause Title I to eren mote timely resemble the intent of the Urban
Education Act. Even the eligibility criteria of the recornmemied act so nearly
resemble those of Title I as to make additional legislation (unlikely at this
point in the Administration) for the same group.

In stun, most of the desires suggested in the Urban Education Act might more
easily be implemented by a sizable increase in the funding of Title I of ESEA
and a revamping of the criteria. The need for additional funds by the urban
school districts is well documented. The increase in funds nnder Title I would
assist the urban districts in meeting their educational problems.

PROTIPSALIS To ENHANCE CHOICE IN EnVICATION

INSTRUCTIONAL TT

The proposals in the prior section provide increased federal financial resources
to assist In the relief of educational institutions from their revenne/cost squeeze
and to enhance expenditure equity. Our proposals for added funds, however, will
not likely provide alternatives to the present educational system. On the other
band, R & D programs (at their present funding levels) have had limited snc-
cm; in changing the operation of this mass:tire bottom heavy system of 20,000
largely autonomous local units and 2.3 million teachers.

We believe a major R & D program should be mounted to test alternatives to
the existing institutional structure that also uses a less labor Intensive teaching-
learning process. Such a low labor Intensive delivery system would reduce the
spiraling cost-revenue squeeze and also not rely on massive in-service profes-
atonal retraining for reform. We believe instruction TV that is beamed directly
to homes or neighborhood centers offers such a potential.

The experiments to date hare used the TV set within the confines of the school
orpanization and as another tool for the teacher to use in addition to books, films,
etc. The record under this system has been very disappointing. TV has been
tested only as a crutch for an educational system built without TV as an Integral
part of IL The most serious problem stems from the teacher's inability to control
the flow of the program. Extraneous or Intrinsic distractions often interrupt the
attention of some or all of the students. While the class is trying to resolve its
confusion, the program moves implacably on with neither the teacher or the
children beIng able to pick up the threads. All too often a well-conceived program
is btoadcast into a classwoom with little or no preparation on the part of the
teacherand more often, expected follow-up activities are Ignored or delayed.
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Last and most serious for disadvantaged children is that too many programs are
irrelevant to the children's life experiences, to their evolring needs and to their
learning styles. Rather than programmed instruction perhaps the concept of
sequential materials would be more appropriate.'

The direction of new R & D ventures should be toward integrating cable TV
with two way communication aystems that are not restricted by the school Pet-
ting. The primary disadvantage of individualized instruction has been its cost.
The present cable TV opportunity, unlike group instruction in classrooms or
broadcast one-way television, opens the prospect of a technology intenalve indi-
vidualized instruction service minimizing building and labor costa. The anccescs
of a one-way Sesame Street, honever, does not imply that a two-way street would
not be more effective.

The conventional cable network can best be described as a "party line" net-
work to emphasize the fact that the same program is accessible to all viewers
connected to a given trunk. The shape of the network is that of a trve with
many branches from each trunk. Two-way trunk transmission can he provided
either by adding amplifiers in existing trunks, or by adding an additional trunk
cable with amplifiers which amplify only in the reverse direction. Each viewer
has a response "pad" (perhaps several buttons). In an education setting a student
might be asked to participate in a class by indicating his choice among a number
of alternatives. The computer at the studio would compile a histogram showing
the number of responses to each alternative, thereby providing feedback to the
teacher to go ahead or go over the same material. In the case of a taped Sesame
Street, one could imagine an automated syatem that would replay the same ma-
terial if a sufficient number of students failed to get it the first time. In a cable
TV system with a polled subscriber response system, it would be possible to pro-
vide the capability to each student to ask for an audio channel by pushing the
right buttons and then for the teacher to assign a channel to a student (or a
neighborhood center group) when appropriate-

Chicago City Junior College uses one way TV but employs a number of section
teachers who are not actual television teachers, Students submit written work
and the section teacher assigns grades. Ile makes himself available to students
at conferences and during scheduled weekly telephone conference hours.

To bring to fruition the potential of technology-based home or neighborhood
learning services will requite more than one pilot protect. Market analysts ap-
pear convinced that the economic incentives of entertainment, advertising, and
privately financed information services are sufficient to guarantee rapid diffusion
of both video cassette and cable television hardware throughout the country
(unless inhibited by federal regulation). The software development for instruc-
tional uses is at an embryonic stage and will require several years of focused
effort. A check with some leading authorities indicates their feeling of the need
for a group to take several months to sketch out the uncharted area of instruc-
tional TV, not tied to public achoois. At this point, the USOE R & I) effort is
limited to funding of Sesame Street and environmental education. Whi'e the
experts laud Sesame Street, they feel it only scratches the surface of TV's in-
structional potential. This instructional TV potential could be integrated with
pay TV through a voucher scheme.

It will be important to promote an awareness of what dm be accomplished
a change of attitude about ETV on the part of school systems, educators, teach-
ers, legislators, and taxpayers. ttson should assist in developing new cadres of
talent to work on the softwarepsychologists, producers, subject or discipline
experts, etc. In short, the federal role appears to center an software develop-
ment and assuring the cable hardware that private entrepreneurs install bag the
capacity for such educational devices as two-way instructional communications.

High school equivalency programs would be a prime area for demonstrating
the potential of instructional TV for elementary/secondary education. All 50
states use a national examination system for equivalency, and all 50 states pro-vide a high school equivalency diploma. There are, however, practically no na-
tionally organized systems of instruction to prepare fat the examinations that
lead to these certificates. The International Council for PAncational Development
recently stndied the area and recommended strongly the Corporation for Public
Broadcasting amist in providing the missing piece: high quality preparatory in-
struction through TV for those seeking high school equivalency diplomas. 'The
Council also supported a *Item of tutorial assistance in conjunction With the

I See Serena E. Wade, Media and the Dieadrantaged: A Review of the Literatere (ERICat Stanford).
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preparatory TV instruction. WORM Boston. has had valuable experience with
tutors used in its TV Iliph 8ohoo4 :.oject. In short ; ETV bag raid potential for
blue collar workers as well as yotathe

INCREASED 11XXISILITY TOD rim CLAND1100M =ACHED

The classroom teacher often finds herself constrained by lack of funds to design
or purchase materials or other supplementary educational experiences she feels
will be effective. Experiments have shown (Benson) that teachers who have a
wider choice of materials, outside resource persons, and time to prepare special
educational experiences have been more succeasful. Studies have shown that (un-
like trading) it is extremely difficult to teach math later in a school career if a
student has not grasped it early in his ssckool career. Consequently, federal funds
could be provided to seketed math teachers or elementary teachers that would
give them more choice in materials, outside aides, and other experiences.

THE SP/XIAt suostras or tocsrtosst. AND TECHNICAL EIXCATION

Vocitional and technical education is commonly regsrded as expensive. It does
not hare high status in our country. Unless special attention is given to its pro-
vision, it is likely that the supply and quality of this kind of schooling will suffer
under the structural changes we have described. Yet, the availability of this kind
of schooling in good quality is exactly what is needed to provide incentives for all
but the most ambitious of poor youth to do well in their early years of general
education (the problem of a class-differentiated incentive structure for students
was noted above).

In his original statement on voucher plans, Friedman suggested that govern
meat provide loans to students for their specialized training, with repayment
related to the estimated extra income they would earn far having received the
instruction. Unfortunately, this laissez-faire approach to the institutional struc-
true under which trainitg is provided may fail to attack the problem of quality of
training in sufficient measure. Let us consider the preblem in more detail.

What are the difficulties in the present arrangements for supply of skill train-
ing in public, formal institutions?

(a) Public institutions, especially those offering instruction above secondaty
level, are subject to extreme political pressures. It is a popular thing for a local
authority to establish, say, a new junior college with a vocaticoal wing in a dis-
trict that has none. Vet, proliferation of institutions and of programs within insti-
tutions can quickly lead a law rate of utilimtion of specific courses;

(b) Drop out rates in such public institutions are notoriously high. Are these
high drop out rates related to the control, Le, Public sector control, of training
institutions? It is possible to think so :

(i ) Because there is no legal linkage between the training institutions and
employers, the student cannot be assured of a job even if he completes the
training program successfully; hence, when the student becomes temporar-
ily frustrated in his academic program, he may view the cost to himself of
dropping out as rather low ;

(ii) Since employers, i.e., those persons who have the most intimate knowl-
edge of what is required of new entrants to the work force, do not select
students for admission to the training institutions or for assignment to spe-
cific programs within the institutions, and since the previous education of
students, by which they mtablish their eligibility to enter the training insti-
tutions, has been geneml in nature, it seems rather a matter of chance whether
a given student really has the motivation and aptitude to learn the trade he
is studying; hence, an improper fit between the characteristics of a student
and the !earnings expected of him may force some students out ;

(iii) Students who find their work in training institutions administered
by public authorities either too easy or too demanding cannot easily shift to
another level of study; hence, certain ones of them would be likely to be-
come bored and drop out prone for lack of interest, while others would be
forced out by academic failure (the tendency of public institutions toward
rigidity of program is not a necessary feature of their existence, but is pos-
sibly related to the fact that public institutions in the education and training
fields are seldom scrutinised closely with respect to their own productivity
and cost-effectiveness.
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(iv) The jobs for which the students are trained are often monopolized by
trade uniont% membership in which may not be open de facto to new
graduates;

(c) Training institutions are expensive to operate in tbe nature of the case.
As compared with general instruction. training institutions require more capital
facilities (e.g., laboratories and shops) ; they also require a greater quantity of
consumable materiala of instruction. Teachers in training institutions, those who
are competent anyway, have good st;lortunities to nork in production rather
than in teaching, and they must be paid high salaries. as compared with arta
teachers. to retain their services. Thms, it is passible, speaking realistically, to
run high-grade training institutions only when those institutions can be made to
operate efficiently. This means that courses must be filled with the maximum
number of students who am be taught effectively in a giren subject and that the
drop-out rate must be held to a low point. Yet, as we have indicated above, it is
just these kinds of cadencies that public institutions find it difficult to provide.

The most common alternative to training conducted by public institutions is
training provided by the employer in the work place. Xow, a certain amount of
on-the-job training is characteristic of every human economic activity. The ques-
tion, however, is whether the employer should bear the major share of the respon-
sibility for the detelopment of work skins in the trades and in the technic*1
fields. Apprenticeship is the form in which this employer responsibility has been
rmad clearly delineated.

On the face of it. training by employers would seem to offer certain advan-
tages. The training would almost certainly be relevant to the future work as-
signment of the trainee. became there would be no educational vested interests
to dictate otherwise and because employers would have no incentive to provide
irrelerant training. The courses would probably be flexible, in the sense that
their length would be determined by the time needed for a given group of trainees
to learn a particular set of skills. The program wonld be flexible, in the serve
that conrses would be started up or dropped in dose relation to the current skill
requirements of the employer. These kinds of flexibility are possible to attain
because the employer can shift his senior ataff from prcauction work to psrt-
time training of new workers and back to full-time production with great ease.
Order a aystem of on-the-job training, the trainee should he less drop-out-prone
in two respects: first, he will feel a timer nexus between success in learning new
skills and immediate adTancement in the firm than he would feel if he was a
fnll-tIme student in a public training institution, where desire for snecests in
learning is clouded by uncertainty about how and where he can finally get
a jcb: second. because training is more individualized (which is possible, in
turn. becsuse the trainee spends part of his time in production), the Pace of
learning can be accelerated or slowed down in terms of the trainee's own prog-
ress, so that he is unlikely ever to become too bored or too discouraged with
his instruction ; third, he usually is paid.

However, there wonM appear to be certain disadvantages in shifting the main
burden of training onto the shoulders of employers :

(a) If standards of labor productivity are low to begin with, bright young.
eager trainees may regfese4 to those prerailing low standards because they
do not have any proper models of performance, if not of skill standards, to
look up to;

(b) Only in the largest firmsand sometimes not even in themcan the
exceptionally good craftsman or technician And more than a handful of
trainees to work with at any given point of time. He may hare, perhaps.
three apprentices when he conld easily be teaching the more bookish parts
of the craft to a group of twenty. On-the-job training does not commonly
allow economies of scale in the use of the time of instructors. This is a criti-
cal nhortcoming. given the scarcity of highly skilled persons in operational
fields in this country.

So there are disadvantages both in relying mainly on pfsblicly-administered
training institutions and in relying mainly on on-the-job training. Some cmm-
tries have tried to solve this problem by con.Mning the two systems; to have, for
example, apprentices receiving instruction in the practical parts of their craft
in the work place and simultnneonsly receiving instruction in the more analytic/0
aspects of their trade in Tmblicly-administered training institutions (on a part-
time hfleis,. ArtnsIly. this solution may preserve the worst features of both plan,.
The public institutions may still be staffed by not-so-good instructors, on account
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of the low pay and status that working in such institutions implies. The traineemay tend to regress still to the low standards of productivity he sees about himin the work place. The problem of attaining efficient utilization of training skills,the producers' goods of the human resources industry, would still remain.Fortunately, there is a "third way" to skill and technical training, namely, tohave most of the training performed in institutions which are separate from thework place but to place those institutions under the financial and administrativecontrol of consortia of employers. This plan was adopted in France in 1930, hasworked well in Latin America (e.g., the Servico Nacional de AprendizajeSENAof Columbia), and was taken up in England in 1964. What are some ofthe possible advantages of the "third way?"
(a) The system would provide flexibility in the education and training systemwhere it is most needed. Contrast, for example, the planning of programs formedical professionals with that of programs for skilled and technical workers

(e.g., machinists, foundrymen, draftsmen, loom fixers, electricians, computer pro-grammers, etc.). In the former case, decisions are essentially judgmental : howmany doctors per 10,000 of population shall the country have at fixed dates inthe future? Once this decision is made, planning of programs for the training ofdoctors is relatively straight-forward. In the latter case, one is dealing withmany different types of skills, many of which are substitutable one for the otheror with respect to capital. Demand for specific skills is subject to short-term shiftsin output markets. Plainly, one should seek a flexible system of training for
craftsmen and technical workers. Employer-administered training institutionscan provide such flexibility, because employers can second their own craftsmenand technkians into teaching service on short-term assignments, if need be ona part-time basis.

(b) At the same time, the training institutions would allow econornies of scaleto be achieved in the utilization of time of the trainers. The number of persons
a given trainer was instructing could be determined more closely by considera-
tions of pedagogical efficiency arc' less by accidental considerations of how many
apprentices, say, a given plan in a given firm happened to have at the moment.

(c) It the training institutions were financed by a payroll tax, then the in-stitutions would have an elastic source of revenue and one under which 'the
volume of funds flowing to training activities would be functionally related to
the degree to which management was substituting labor for capital and higher
grades of labor for lower. The stop-and-go characteristics of training when it is
strictly a responsibility of individual employers would be ended (after all, private
training programs are generally the first causalty of a downturn in profits in afirm).

(d) The training institutions would have the financial resources and the access
to data to deal with a number of important topics of applied research, such as
the following: what are the strategic learnings from general education necessary
to learn specific work skills ; how quickly can operational skills be taught to
workers of different backgrounds and what are the cost-effectiveness relations
involved in acceleration of training, selection of applicants for training, and the
provision of remedial education , is a quantitative or analytical set of mind im-
portant in developing a high-productivity employee and, if so, how is this way of
thinking best developed?

(e) Other, somewhat more specific, advantages are the following :
(I) Insofar as the training institutions required a permanent faculty, they

should find themselves blessed with the financial resources and the prestige
to attract competent teachers.

(ii) Students would benefit from having the intellectual discipline of the
classroom but at the same time they would have been placed in a new,
work-oriented setting, different from the public educational institutions in
which many of them had previously suffered failure and lost commitment
to learning.

(iii) The structure of the training system could easily recognize regional
differences in skill requirements and in calibre of students.

(iv) Individual training institutions could hicorporate different levels
of instruction (remedial, standard, advanced) and different forms (full-
time, sandwich, evening).

(v) The program could accommodate high school students, high school
leavers, and high school graduates, thus offering an incentive structure
consonant with formal educational aspirations of different youth.

68-412 0-71pt. 1OD 3-0 1.28
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Nothing in the structural changes we have considered earlier would be in-
compatible with this type of revision of work-related training.

VENDOR PAYMENTS AND EDUCATIONAL CHOICE

The President has declared his support of a right to read program but to date
little new federal money has been allocated. We recommend exploration of a
vendor payment directly to the child for sr.pplementary reading or basic skill
services. Such a program would provide perhaps $200 for children who score
substantially below grade norms. Students could take their grant to after school
or week end reading clinics rim by either private firms or the public schools.
Firms and public schools would be invited to meet state requireznnets for reading
clinics. It is conceivable that BRL, Sullivan, Berlitz and other firms might set up
special reading or basic skill clinics. Vendor payments could be redeemed only
for extra services for special educational needs and guidelines would encourage
the centers to include community people on their staffs. Many studies of Title I
have indicated reading gains erode over the summer. Vendor payments might
be used during these summer months to prevent such slippage.

Accountability would be established by requ!ring that all approved firms or
public school groups must record the progress of each child and supply such
Information to the child's parents, the school and the state accrediting agency.
Differential success of firms would also be published at stated intervals, perhaps
annually. Where few competitors enter the market to compete for vendor pay-
ments, it is possible the payment is too low and the state might increase it.
Public schools would be eligible recipients, providing ,that they fulfilled the ac-
countability requirements of the state. Children could be released from part of
the standard curriculum to receive such specialized services.

The schools have shown their greatest failures in adapting to the individu-
alized needs of their students. Even the approaches taken toward compensatory
education have emphasized a curriculum or technique for large groups of disad-
vantaged students in a school. It would seem that the market approach would
work best for specialized educational needs. Firms' could concentrate on fairly
narrow objectives, while allowing the schools to concentrate on the broader as-
pects of education, especially those that require a close tie to the general needs
of the community.

The advantages of these arrangements as we see them would be that (1)
we would avoid the kind of fractionalization, segregation and so on of a straight
voucher approach ; (2) we would retrain the school districts but we would re-
organize them so that they would be more effective ; (3) we would keep children
together for the greatest part of their education without separating out the so-
called educationally disa dvantaged and isolating them, since their special needs
would be handled without stigma by the vender grants and the marketplace ;
(4) we could help independent schools and church-related schools without en-
croaching upon possible constitutional violations since the special educational
needs of a child would te handled by the state through that marginal voucher,
rather than through the school itself ; thus, the independent schools and particu-
larly the parochial schools would be able to reduce their resource innuts for con-
centrating on special educational needs and use them for the general educational
needs for their students. Special educational needs would be handled outside of
the parochial schools.

Moreover, finally, the scheme reflects the fact that differences in educational
opportunity among school districts should not be the responsibility of the school
districts per .se, but the responsibility of the state, since it is the state who is
guaranteeing equality of opportunity. This plan, then, places the responsibility
for the equality component solely at the state level, while building in the incen-
tives and individuality of the market place for dealing with individual educa-
tional problems. It continues to maintain colleetive educational deciaion-msking
and processes for those aspects of schooling that can best be made collectively
through the larger society.

We recommend a formula for distributing the funds among the states based
on the NDEA formula.. States would ?love two years for planning before the
vendor payments were provided. States need to insure the reading centers are in
existence, personnel are qualified, base line testing is completed and an evalua-
tion system in place. The state plan would define reading levels eligible for aid
and provide 25% in state funds on a matching basis. Although there might be
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some audit problems we contend we cannot wait for fiscal purity to begin.
Children could participate regardless of income so the plan would be attractive
to the blue collar vote.

APPENDIX A

REVENUE SHARING (IF STATE DECIDES TO USE FEDERAL DISTRIBUTION FORMULA )

S= State percentage share of federal revenue-sharing payout
State population

R=General revenues (includes state and all local units of government, including
school and special districts but excludes liquor store sales, revenue from
public utilities and from insurance trusts).

I=Total personal income earned by residents of the state
A=Sum of the product of P x Ithl for all 50 states and the District of Columbia

For example, Iowa's share of hypothetical $1 billion distribution would be
determined in the following manner, based upon 1966-67 statistics :

P-2,753,000 XR$1,131,000,000/I$8,258,000,000

A-25,939,600

ResultS equals .0146, or 1.46 percent of the federal distribution. Thus Iowa
would receive $14.6 million for the first full year payout.

Under a per-capita formula which did not take into consideration tax-raising
effort, Iowa would have received $13.9 million.

State and local sharesThe amount of each state's share which must be
"passed through" to the counties, cities, and townships would be determined by
the following formula :

M divided by G equals L.
M=Locally generated monies, excluding levels from school and special

districts. However, if a school system is financed by a county, city or town-
ship budget, the monies would be included.

GLocally generated revenues plus state-generated revenues, excluding
liquor store sales and revenue from public utilities and insurance trusts.

L=Pereentage share to be passed through to the localities.
In the Iowa example, the pass-through would be determined in the following

manner :
M$288,700,000

GSi,i3o,000,000

Result : L is .255 or 25.5 percent to be passed through to the counties, cities and
townships. For Iowa, it would be equal to $4.7 million.

Individual locality shareFor a specific county, city or township, the share
would be determined according to the following formula :

C divided by F equals H.
C=Revenues generated by the specific locality excluding those from busi-

ness-type operations such as a transit or water system.
F=Total of all locally generated revenues in the state.
H=Specific locality's share.

In the case of Cedar Rapids, Iowa, the distribution would be as follows:

CE9,930,000

F-0881700,000

ResultH is .034 or 3.4 percent. Thus, Cedar Rapids would receive $159,800
of the localities' total of $4.7 million.

The Treasury Department emphasized that the tax-effort indexes would change
as states and localities increased their taxes relative to other states or localities.
Illinois, for example, traditionally has been a low-effort state but adopted an
income tax in 1969 and, presumably, will show a significantly bigher revenue
effort in the future. States could change the "pass-through" formula by getting the
agreement of two-thirds of the localities, both by number and by share of locally-
generated revenues.

Local governments also could challenge a formula or a particular distribution
in federal court.
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REACTION

Reaction to the President's plan has been mixed and some traditional opponents
of revenue sharing have renewed their objectionFi.

The Advisory Commission on Intergovernmental Relations (ACIR), which of-
fered a revenue-sharing plan of its own (HAI 13353, S 2483), found little to
quarrel with in the Nixon proposal.

"The differences are in detail," said Witha In G. Colman, executive director
of the ACIR. He said the Commission favore0. a cutoff for the pass-through re-
quirement at governmental 111,.i!S below moo population. Distribution to smaller
units would be left entirely to the vtates, he aeded.

The ACIR plan would weig11. the revenuz-effort ratio by doubling it for cities
and counties with populations of more lhan 100,000. Cities and counties be-
tween 50,000 and 93,999 woul hiLYe Eli )ir per-capita payout multiplied by a
fraction obtained by Multiplyiro; 11:8 dou,bled revenue effort ratio by its popula-
tion ratio within the state.
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PREFACE

Section 2 of the Act establishing the Advisory Commission on Intergovernmental
Relations (PL 86-380) states:

"Because the complexity of modern life intensifies the need in a federal form of
government for the fullest cooperation and coordination activities between the
levels of government, and because population growth and scientific developments
portend an increasingly complex society in future years, it is essential that an
appropriate agency be established to give continuing attention to intergovernmental
problems.

Among the Commission's responsibilities, specified in Section 2, is to
"(6) recommend, within the framework of the Constitution, the most desirable

allocation of governmental functions, responsibilities and revenues among the
several levels of gover nment."
In this report the Commission addresses itself to the allocation of rmancial

responsibility among the Federal, State and local governments for the conduct of the
major domestic govemmental functionseducation, public welfare and health, highways,
and urban development. It recommends a number of significant shifts, including
assumption by the National Government of responsibility for financing public assistance
and by the State governments cf substantially all financing of local schools.

This:report was considered by the Commission at two successive meetings on
January 17. and April 13, 1969 and was approved by the Commission at the April 13
meeting.

Farris Bryant
Chairman
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THE COMMISSION AND ITS WORKING PROCEDURES

This statement of the procedures followed by the Advisory Commission on
Intergovernmental Relations is intended to assist the reader's consideration of this report.
The Commission, made up of busy public officials and private persons occupying
positions of major responsibility, must deal with diverse and specialized subjects. It is
important, therefore, in evaluating reports and recommendations of the Commission to
know the processes of consultation, criticism, and review to which particular reports are
subjected.

The duty of the Advisory Commission, under Public Law '86-380, is to give
contianeing attention to intergovernmental problems in Federal-State, Federal.local, and
State-local, us well as interstate and interlocal relations. The Commission's approach to
this broad area of responsibility is to select specific intergovernmental problems for
analysis and policy recommendation. In some cases, matters proposed for study are
introduced by individual members of the Commission; in other cases, public officials,
Fofessional organizatiuns, or scholars propose projects. In still others, possible subjects
are suggested by the staff. Frequently, two or more subjects compete for a single "slot"
on the Commission's work program. In such instances selection Is by majority vote.

Once a subject is placed on the work program, staff is assigned to It. In limited
Instances the study is contracted for with an expert in the field or a research organization.
The staff's job is to assemble and analyze the facts, identify the differing points of view
involved, and develop a range of possible, frequently alternative, policy considerations
and recommendations which the Commission might wish to consider. This is all
developed and set forth in a preliminary draft report contarning (a) historical and factual
background, (b) analysis of the issues, and (c) alternative solutions.

The preliminary draft is reviewed within the staff of the Commission and after,
revision is placed before an informal group of "critics" for searching review and.
criticism. In assembling these reviewers, care is taken to provide (a) expert knowledge
and (b) a dhmrsity of substantive and philosophical viewpOints. Additionally, repre-
sentatives of the National League of Cities, Council of State Governments, National
Association of Counties, U.S. Conference of Mayors, U.S. Bureau of the Budget and any
Federal agencies directly concerned with the subject matter participate, along with the
other "critics" in reviewing the draft. It should be emphasized that participation by an
iaidividual or organization in the review process does not imply in any way endorsement
of the draft report. Criticisms and suggestions are presented; some may be adopted,
others rejected by the Commission staff. '

The draft report is then revised by the staff in light of criticisms and comments
received and transmitted to the members of the Commission at least three weeks in
advance of the meeting at which it is to be considered.
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RECOMMENDATIONS

Recommendation No. 17State Assumption of
Substantially All Responsibility for
Financing Education

In order to create a financial etwironment more
conducive to attainment of equality of educational
opportunity and to remove the massive and growing
pressure of the school tax on owners of local property,
the Commission recommends that each State edopt as a
basic objective of fts long-range State-local fiscal policy
the asaimption by the State of substantially ell fiscal
responsibility for financing local echools with oppor-
tunity for financial enrichment at the local level and
assurance of retention of appropriate local pollcymakIng
authority.*

Recommendation No. 2National Government
Assumption of Full Financial Respon-
sibility for Public Assistance (including
General Assistance and Medicaid)

The Commission concludes that maintaining a prop-
erly functioning and responsive public assistance pro-
gram as presently operating Is wholly beyond the severely
strained financial capacity of State and local government
to suPport The Commission therefore recommends that
the Federal Govimment amine full financial respon-
sibility for the provision of public assistance. The Com-
mission further recommends that the States and local
governments continue to administer public assistance
programs.

The Commission wishes it understood that these
reaommendations are designed to relieve inequities of
resource capacity among the levels of government and
apply until such time as Congress and others Mali deter-.
mine a more efficient and appropriate method of welfare
administration applicable to the complex social prob-
lems of our time."

Recommendation No. 3State Compensation
for "Municipal-Overburden" in the
Absence of Substantial State Support for
Schools

In States that have not assumed substantially 'full
responsibility for financing education, the Commission

vi

Mr. Daniel, Congressman Fountain, Commissioner
McDonald and Congressman Ullman dissented.
Senator Mundt abstained.

Congreurnen Fountain and unman. Senator
Knowles and Commissioner McDonald dissented.
Senator Mundt, Secretary Finch, Secretuy
Romney and Budget Director Mayo abstained.

recommends that they construct and fund a school
equalization program so as to extend additional financial
assistance to those school districts handicapped in raising
sufficient property tax revenue due to the extraordinary
revenue demands made on the local tax base by city and
county jurisdictions.

Recommendation No. 4Greater State Use of
Equalization in State Aid for Public Health
and Hospital Programs

To avoid disproportionate tax efforts by poorer
local jurisdictions, the Commission recommends that
greeter reliance be placed upon provisions to equalize
among local jurisdictions in terms of fiscal capacity,
need and tax effort to govern the distribution of State
aid for public health and hospital progrsms.

Recommendation No. 5Revamping the Federal
Highway Aid Program

The Commiesion recommends that the Federal-Aid
Highway Act be revised to replace the existing primary,
secondary and urban extensions program with a new
system aiding development of State highways, urban
major street and highway networks, and rural secondary
highway systems, together with provision for coordi-
nating street and highway development with MOB trans-
portation facilities in urban areas.

Recommendation No. 6State FinancialPartici-
pation in Urban Mass Transportation

The Commission recommends that urban States
develop a mass transportation plan and that, in addition
to providing technical and financial assistance to Metro-
politan areas with regard to the planning of mass trans
portation facilities and servicts, the States furnish
financial anistance toward the improvement, acquisition
and operation of such facilities.

Recommendation No. 7Allocating State
Resources for HighwaysThe Need for a
Better Urban-Rural Mix

The Commission recommends that States so stsucture
their formulas for allocating the proceeds of highway-
user taxes among units of local government as to insure a
proper balance between urban and rural highway
requirements. In order to recognize more adequately
urban highway needs and financial ability, the States
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should allocate their resources to reflect such factors as
orrice level need% population, serident rink commuter
patterns and final ability.

Recommendation No. 8Increased Flexibility in
the Use of State Highway-User FundsThe
Anii-Diversion Issue

The Commission recommends that State coneitu-
tionel and statutory provisions as to the use of State
highway-usar rwenue be amended tc allow totalities,
particularly in the larger urbsn areas, flexibility to apply
such funds to broad tramportation uses in order that
they may achieve 3 balance between higneys and other
modes of transportation.

Recommendation No. 9Organisational Regal,
sites for an Effective State-1,ocal Fiscal
System

In order to create a policy environment conductve to
the development of an affective State-local thee!! part.
nesthip, the Commission recommends that each State
undertake to: (1) Codify ell State aid plans; (2) review
sad evaluate periodically all Stite aid programs In tem
nf their enmity to meet final, administrative, and pre
gram objectives; (3) develop in conjunction with the
planning end budget officials an Information system
with respect to local final needs and resources; and (4)
evaluate sif Went aid programs in terms of their con
patibility to State aid objectives and their fiesl and
edministrathe impact on State and local programs.

Recommendation No. 10Criteria for Assessing
Local Government Viability

In order to mold bolstering ineffective local units of
government with State aid end to move toward a mom
orderly system of local government et/octane, the Corn-
mission recommends that States end legislation setting
forth specific criteria for assessing the political and
nonomic viability of their loco' governments-opecial
districts and echool districts as well ss units of general
government-arch criteria including but not being

3 8

limited to (s) misrules of fiscsl tenacity to raise reve-
nues adequately snd equitably; (b) measures of econ-
omic mixture such es minimum or maximum propor-
tions of residential, Industriei or other tax base com-
ponents; (c) mown* of minimum population and geo-
graphic size sufficient to provide sn adequate level of
service at reasonable cost; and Id) other appropriate
moraine designel to reconcile competing needs for
political accountebillty and community cohesiveness on
the one hand with those for variety and reasonable
balance in sconomio and socie composition on the
other.

Recommendation No. 11State Standards for
Categorical Grant-,in4id Programs

The Commiseion recommends that In enacting or
modifying functional grentin.sid legislation, States
include not only fiscal standards arch as those estab-
lishing accounting, auditing and &andel reporting pro-
cedures; but sin, to the maximum extent practicable,
performance stenards such se minimum service levels,
client eligibility, and where appropriate, guidelines for
citizen participstion arch as the holding of public
honing%

Recommendation No. 12Conformance of
State Aid Programs to Comprehensive and
Functional Planning Objectives

in order to miedmiza the effectiveness of State gra nt-
imaid programs end to assure that SI Ch programs will
promote statewide economic, exist and urban develop-
ment obfectIves, the Commission recommends the
adoption of and Inclusion In arch programs of appro-
priate requirements for conformance of aided facilities
and activities to local, regional, and etetewide plena

Generally, State grant-In-aid legislation should (a) use
a common definition of comprehensive plans, incor-
porating the nermsery human resource, economic and
physical development component% (b) require that there
be local function' plans to which major State aided
projects end programs can be related; (c) provide for the
proper relationship of functional and comprehensive
plena and planning kr various geographic areas and
errocify a review procedure; and (d) provide that required
plans use a common date bale.

vii
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Chapter I

State AidTheory and Practice
Financing local government in the years ahead

poses one of the more pressing intergovernmental
problems. Local governments' needs are increasing
rapidly and will continue to out pace their re-
sources. It will require Intergovernmental action to
correct this imbalince between local needs and
local resources.

After sounding this prophetic note in its 1961 re-
portLocal Nonproperty Taxes and the Coordinating
Role of the Statethe AdvLory Commission then went
on to single out this fiscal imbalance between rapidly
rising local revenue requirements and limited taxing re-
sources as the "central problem in State-local relations."

The classical response to this problem, that of placing
ever increasing pressure on the local property tax, is be-
coming increasingly suspect. When viewed in sales tax
terms, residential property taxes represent the equivalent
of a 25 percent levy on housing expenditure on a nation-
wide basisconsiderably heavier in many communities
located In the Northeast, Midwest, and Pacific Coast
areas. Moreover, serrous defects in the local property
taxunequal assessments, highly regtessive Impact, and
land use distortionstake on an increasingly harsh char-
acter 83 10881 tax loads increase.

The local tax situation in the South stands out as the
major exception to this general picture of growing prop-
erty tax tensions. When viewed in a national perspective,
there does seem to be considerable room for more in-
tensive use of the property tax by many Southern com-
munities.

While the Advisory Commission has consistently
urged States to pursue policies that will both promote
greater property tax assessment uniformity and shield
low Income householders and renters from extraordinary
tax burdens, even the most equitably administered prop-
erty tax has its revenue limitations. In the face of rapidly
rising expenditure demands of an urbanized society, the
local property tax can no longer serve as the prime fiscal
underwriter for both education and general local govern-
ment.

The urgency for a hard look at the present State-local
system for financing "loeal" functions is quickened by
the fact that one State-local functionpublic educa-
tionIs gradually pushing the more local or municipal-
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type needs to the fiscal wall. To put the issue more
directly, with each passing year public education stakes
out a larger claim in the local property tax field. With
steadily rising education costs at the local level and only
moderate increces in State aid relative to these local
expenditures, the claims of education now account for
about half of the local property tax, up from one-third
prior to World War II.

The need for this appraisal of State aid systems is also
made more urgent by the growing political balkanization
of the metropolitan economic community. By leaving in
its wake a metropolitan landscape pocked with "have"
and "have not" communities, the great Post World War
II exodus to the suburbs has also placed severe limita-
tions on how far local nonproperty taxes can be pushed
as a desirable solution to the local fiscal crisis. In fact,
where the need to ease fiscal tensions is most apparent
in our politically fragmented metropolitan areasthis
approach is the most suspect. While the widespread use
of local nonproperty taxes Is in accord with natural pre-
disposition for keeping both tax and expenditure powers
in the hands of locally elected officials, it can severely
aggravate interlocal fiscal disparities and stimulate Inter-
local tax competition. For these reasons the Advisory
Commission has urged the Stetes to limit local nonprop-
erty tax powers to as large a local jurisdiction as possi-
ble, ideally coinciding with local economic and trading
MU.

SCOPE OF STUDY

Coming to grips with the growing fiscal crisis at the
local level, however, must be viewed as more than pro-
viding property tax relief and building more equalization
power into State grants to local governments. It goes to
the very roots of our federal systemthe proper alloca-
tion of responsibility among the three major levels of
government for financing the high cost "Intergovern-
mental" programs.

This report presents recommendations, therefore,
that encompass two broad areas of public policy. The
more conventional type deals with the classic functions
of State aldequalization, stimulation, and support
while the more controversial recommendations call on

1
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the National Government to assume complete financial
responsibility for public welfare and medicaid and the
State governments to assume substantially all of the tisk
of fmancing local schools. Thus, this study also includes
a "Federal" dimension.

The need to re-examine the more conventional as-
pects of State aid is underscored by a key findingwith
the exception of the education function, States honor
the equalization principle more in the breach than in
observance. Thus, this study calls on the States to build
greater equalization power into their aid formulas for
health, hospitals and highways in order to even out the
"peaks and valleys" among local governmental service
levels and tax rates.

In contrast to the recommendations which take the
existing "system" of State aid as given and posit alterna-
tives only within the prewnt confines of State practices,
reallocation of financial responsibilities involves the
question of which governmental level should have finan-
cialthough not necessarily administrative
responsibility for the provision of a public service. This
aspect of the study appears as a logical corollary to the
earlier considerations. Indeed, optimization of public
service performance and public costsan efficiency
criterionrequires such an investigation.

PREVIOUS AC1R RECOMMENDATIONS
IN SPECIFIC PROGRAM AREAS

This report attempts to set forth the most appro.
priate means of financing local government programs
and the fiscal role of the State therein. Thus, while it
discusses in some detail the major program areas
education, public welfare, health and hospitals, highways
and urban development functionsthe report is oriented
primarily to the State financial aid aspects of these pro-
grams.

Without question, State policymakers must neces-
sarily be concerned with a variety of functional and gen-
eral legislative and administrative policy issues when
they provide financial assistance to their local govern-
ments. At the very least they have to set standards
against which they can measure the effectiveness of the
programs they are supporting. Although this report deals
with the general role of the State in establishing such
guidelines it does not treat them in detail, function by
function. This has been done to a considerable extent by
the Commission in ptevious reports and to avoid repeti-
tion a summery of the earlier recommendations is set
forth below. (Earlier recommendations regarding State
aid are not listed but are referenced at appropriate places
in this report.)

Education

I. Stites should enact legislation authorizing and en-
couragIng areawide coordination and administration
through county governments or other appropriate
meansof vocational education and retraining program

2

within me tropolitan areas. (Metropolitan Social and Eco-
nomic Disparities, Zteport A-25, January 1965).

2. States where school financing has not already been
placed on a countywide or regional basis should mandate
the establishment of county or regional school property
taxing districts. (Fiscal Balance in the American Federal
System, Report A-31, October 1967, Vol. 2 "Metro-
politan Fiscal Disparities.")

Mass Transit

Legislative and administrative action should be
taken by the States, particularly the larger industrial
States, in initiating programs of financial and technical
assistance to their metropolitan areas with respect to
mass transportation facilities and services. (Intergovern-
mental Responsibilities for Mass Transportation Facili-
ties in Me tropolitan Areas, Report A-4, April 1961.)

Water Supply and Sewage Disposal

States should enact legislation to:

I. Provide incentives for areawide or regional devel-
opment of local water and sewer utilities.

2. Provide State technical assistance to local waste
treatment facility planning and construction.

3. Liberalize debt limits and referenda requirements
for water and sewer utility financing.

4. Permit joint action by units of local government in
meeting area water and sewer needs. (Intergovernmental
R esponsibilities for Water Supply and Sewage Disposal
in Metropolitan Areas, Report A:13, October 1962.)

Housing and Urban Development

I. States should share in local governments' costs of
provhling relocation payments and services in programs
for which localities receive State or Federal grants to
which the State contributes part of the local share. (Re-
location: Unequal neatment of People and Businesses
Displaced by Governments, Report A-26, January
1965.)

2. States and regional organizations should assist
local governments in planning for relocation through
such mean: as technical assistance in preparation of
workable programs and community renewal programs;
where States make urban renewal capital grants, ad-
vances therefrom should be provided for relocation
planning. (Relocation: Unequal neatment of People and
Businesses Displaced by Governments, Report A-26, Jan-
uary 1965.)

3. States should authorike and support training pro-
grams for building inspectors and provide or arrange for
regular internship training programs and States and local
governments should utilize grants available under Title
VIII of the Housing Act of 1964 to develop such train-
ing programs. (Building Codes: A Program for Intergov-
ernmental Reform, Report A-28, January 1966.)
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Other

I. Each State should undertake a comprehensive
study of all governmental entities authorized by law to
ascertain the numbers, types, functions, and Fmancing of
entitles within the State that might be defined as special
districts, subordinate agencies, and taxing areas in order
to determine their total impact on govemment structure
and organization within the State and for the purpose of
developing appropriate selected legislation. (The Prob-
lem of Special Districts in American Government, Re-
port A-22,May 1964.)

2. Fragmentation of the local tax base should be pre-
vented by authorizing a State agency, subject to public
hearing and court review, to consolidate or dissolve local
governmental units within metropolitan areas, to stop
the use of interloca! contracts that contribute to frag-
mentation, and to reduce State aid to local govemments
not meeting statutory standards of economic, geograph-
ic, and political viability. (Fiscal Balance in the Arnett-
can Federal System, Report A-3I, October 1967, Vol. 2,
"Metropolitan Fiscal Disparities.")

3. States should develop, at the State level, a policy
incorporating social, economic, and other considerations
to guide specific decisions at the State level which affect
the patterns of urban growth; multicounty planning
agencies should reView applications for Federal or State
physical development project grants; and the State legis-
lature should provide standing committee structure to
assure review of State policy dealing with urban growth.
(Urban and Rural America: Policies for Future Growth,
Report A-32, April 1968.)

TYPES OF STATE AID

The State government provides public services in two
way seither directly through agencies or Instru-
mentalities of the State or by means of intergovern-
mental transfers of funds to localities. In both cases,
State actions benefit local government. By directly pro-
viding a seivice, the State obviates the need for local
financing; by making grants-in-aid available, the State
supplements local resoUrces for a particular public pro-
gram. Por the purpose or this report then, consideration
of Stale ald will encompass both the reallocation of
functional responsibilities among governmental levels as
well as changes in the practices currently pursued by the
State government in channeling intergovernmental trans-
fers to localities. Thus, consideration of State aid will
deal with increased financial participation by the State
for public services currently provided by the State-local
fiscal partnership.

The State sector can and does assist local govern-
ments in non-financial WaYs. States provide a variety of
technical aids such as advice and assistance in investing
idle funds and the marketing of local debt Issues. A num-
ber of States now provide planning and economic assist-
ance, particularly with regard to regional matters, as wit-
nessed by the recent establishment of State offices of

community or local affairs. Finally, States can provide
help to localities by easing or abolishing tax and debt
restrictionsmany of which are carry-over: from a by-
gone past and inappropriate for the current day. By
granting localities additional fiscal authoritysuch as ex-
panded property taxing and borrowing powers as well as
authority to tap nonproperty tax sourcesStates can
permit localities to exploit their fiscal resources more
fully. Except as the granting of such authority offers an
alternative approach to additional State aid or the re-
alignment of functional responsibilities, however, neither
this kind of action nor the provision of technical and
planning assistance is dealt with in this Report.

CURRENT FINANCIAL MAGNITUDES
AND TRENDS

State intergovernmental expenditures are of two basic
types: (a) grants-in-aid and (b) shared taxes. The former
include not only those amounts authorized and appro.
priated by the State legislature but funds received by the
States from the Federal government which are then
channeled to the local level. Shared taxes are somewhat
different. In this case, the State acts essentially as a tax
collector, so as to avoid duplication of administration
and compliance, and returns to the localities all or a
portion of the yields from a particular taxeither by an
allocation formula or on the basis of origin of collection.

Of the $60 billion spent by local governments in
1967, $19 billion came from State sources, including
approximately $4 billion in Federal funds that the States
transmitted to their local juriscLdions. It should be
noted that these State payments represented a 75 per-
cent increase over 1962, a continuation of a trend that
has extended throughout the post World War 11 period
and, indeed, throughout the 20th Century. Compared to
its current level, State intergovernmental expenditure
was but $3.3 billion in 1948 and a miniscule $52 million
in 1902, the first year for which such data are provided
(table I).
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While this expansion in State intergovernmental ex-
penditure has led to some financial centralization during
the post World War Il period, the massive increase in
local taxes, particularly the property tax, has contained
this movement. As a percent of total local general rev-
enue, State aid has grown from 28.9 percent in 1948 to
32.4 percent in 1967; thus, at present, about one or

t-'
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every three local revenue dollars comes from the State.
By way of contrut, State aid at the turn of the century
represented but 6.1 percent of local revenuea testi-
mony to the limited involvement of State governments
in financing State-local activities. The period of greatest
shift in the State-local financial mix was between 1927
and 1934 when State aid as a percentage of local revenue
more than doubledfrom 10.1 percent to 22.7 per-
centattributable mainly to the expansion in public
welfare programs during the Great Depression.

Functional Distribution of State Aid

While there have been many shifts In the relative im-
portance of the local functions aided by the States, the
primacy of the education function as a recipient of State
aid has been continuous throughout the 20th Century
(figure 1). As of 1967, 62.2 percent of all State financial
amistance went for elementary and secondary education.
Public welfare stands a distant seconda position it has
retained since 1938. Currently accounting for 15.2 per-
cent of State intergovernmental expenditure, this func-
tion initially secured significant State aid payments
during the 1930's,

Taken together then, more than three-fourths of
State aid currently goes to public education and wel-
farewith public edvcation alone accounting for over
three-fifths of the total. The other functions receiving
sizable State financial assistance are public highways, 9.8
percent, and general local government support, 8.3 per-
cent. Since 1948, however, there has been a general de-
cline in the relative importance of these latter clauifica-
tions,

Distribution of State Aid by Type of
Receiving Government

As might be expected, school districts stand out as
the type of Jurisdiction that receives the most generous
share of State aid. In 1967, about half of all State aid
went to that class of local governments, a little less than
a fourth went to counties, somewhat more than a fifth
to municipalities, and about 4 percent to township:and
special districts (figure 2 and table A-1°).

A cross-classification of State aid for functions and
by type of receiving government reveals that in 1967
counties received the bulk of welfare, highway, health
and hospital aid, while school districts, of course, re-
ceived almost all of the education aid. Municipalities re-
ceived more than half of the aid for general local govern-
ment tupport, reflecting to a significant degree the large
amount of per capita aid in New York, which is

weighted in favor of cities, and the Wisconsin shared
revenue system, which tends to favor municipalities be-
cause it returns income tax revenue to its origin.

In the national aggregates, cities receive substantial
shares of State aid for public welfare, highways, and

'Appendix Table/ appear at the end of each chapter.
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FIGURE 2

SCHOOL DISTRICTS RECEIVE MORE AID THAN CITIES AND

COUNTIES COMBINED
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health and hospitals, but this can be attributed almost
entirely to a few big citiekNew York, San Francisco,
Denver, and Baltimore which have county as well as city
functions.

Interstate Variations In Intergovernmental Expenditures,
1967

States differ considerably in their use of intergovern-
mental transfers for the support of various public serv-
ices. Indeed, this is the case not only for total State aid
but also for the individual functional categories. Com-
pared to median State intergovernmental expenditures
for all functions of 877 per capita during 1967, for ex-
ample, such transfers ranged from a high of $178 in New
York, more than twice the median, to a low of 821 In
New Hampshire, less than one-third of the median value
(figure 3 and table A-2).

These variations in State intergovernmental transfers
encompass two significant fiscal distinctions. In part
they reflect the differing State histories and traditions
regarding the allocation of State and local financial re-
sponsibilities. Equally important, however, is that States
also differ in the choice between providing a service di-
rectly or through the use of intergovernmental transfers
to localities. Thus the extraordinarily low standing of
Hawaii, providing $10.00 per capita via intergovern-
mental expenditures for public education (compared to
855 for that function In the median State), and Missouri,
where transfers for public welfare are but $0.15 (com-
pared to the median value of 84.24), reflect the far
greater reliance that Hawaii and Missouri place upon pro-
viding these particular functions directly rather than by
means of transfers to local governments.

For these reasons then, State aid expenditures are but
part of the picture regarding the scope and degree of
State government involvement in particular functions.
To gauge the total State and local financial participation
In the provision of public services In each State, table
A-3 relates State plus local spending to State personal
Income. In fiscal 1967 general expenditure of State and
local governments averaged 13 percent of personal in-
come and ranged from a low of 10 percent in Illinois to
a high of 19.4 percent in North Dakota.

FACTORS INFLUENCING ME
RELATIVE GROWTH OF STATE AID

Faced with unrelenting expenditure demands, local
governments have responded by increasing their own tax
rates, adopting new tax sources and expanding their
debt. Such actions, however, have not been sufficient to
prevent them from becoming somewhat more dependent
in recent years on "outside" sources of financethat Is,
State and Federal governments (figure 4 and tables A-4
and A-5). This relative expansion of outside financial
sources for local revenue, however, represents the net
effect of several forcessOme of which have operated to

5



8431

FIGURE 3

SOME STATES AID THEIR LOCALITIES

CONSIDERABLY MORE THAN OTHERS

Per Capita Payments to Local Governments: 1967
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Source: Table A-2

expand the State financial role vis-a-vis their localities
while 'others have tended to retard this development.

"Benefit Spillevers" and State Aid

One of the key arguments in favor of State aid rests
on the growing interdependenCe of contemporary
society. Developments in the area of transportation and
communications as well .as the seemingly innate Ameri-
can tendency to' personal mobility have all served as "the
ties that bind." It. is this, increasing tendencY toward
greater interdependence that underscores the limited
jurisdictional reach of rather fragmented kical govern-
menti andthe critical role Of State and Federal fmancial
support. :

Where the recipients or beneficiaries of specific public
serviCes reside wholly or for the'niost part within the
locality, this governmental level is the preferred agent
for providing such services. For many public eitpenditure
categories, however, recipients of PrograM benefits are
to a significant extent the non-residential population.
Thus, for' functions such as elementary and secondary
education, pUblic welfare, 'and' public highWays, func-
tions which many consider the "crisis elements" in cow

6

.5

J. 0

temporary urban finance, benefits accrue not only to
individuals in a particular locality, but to residents in the
remainder of the State and nation &swell. For functions
such as these, where interdependence or spillover effects
are relatively heavy, sole reliance on local initiative may
result in under-fmancing of the service in question. This
is the case, since in providing these and other public
services characterized by spillover effects, local residents
will tend to concentrate on the benefits they receive and
to discount or ignore benefits accruing to those who
reside elsewhere. As a result, then, such functions tend
to be un der-financed unless outside assistance is secured.*

To be sure, the degree of interdependence differs
from function to function and among the various pro-
grams within the broader functions. Nonetheless, the
interdependence of contemporary life has left few lieu
that exclusively benefit local residents. According to one
consideration of various functional programs, benefit
spillovers are the rule and their absence the exception
(table 2).

*ills discussion assumes that benent.spilloven are not pre.
chicly counter-balarced by benent-spillins and cost-spillouts.
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FIGURE 4

LOCAL GOVERNMENTS ARE BECOMING INCREASINGLY

DEPENDENT UPON OUTSIDE REVENUE SOURCES

Suoce: Table A-4.

For public services characterized by nich spillover
effects, outside financial aid is both logical and essential.
Where these spilovers are contained largely within a
State, such governments would be the appropriate finan-
cial source. Indeed, one of the major purposes for which
State aid is currently granted is to stimulate local govern-
ments to undertake new, or to expand existing, public
services. Closely related to this objective is State assist-
ance to finance certain demonstration projects where
new concepts (24 approaches to problems can be tested
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out on a selective basis. Programs such as these then, are
designed to cope with the spillover considerations and
constitute attempts to offset the tendency of such ef-
fects to result in underfmancing at the local level.

Under this approach, States provide financial assist-
ance for a variety of public programs. Typically, this
assistance is limited to a portion of the total expenditure
required, with localities having to put up the remaining
sums. These funds are generally provided according to a
formula that gives recognition to local "needs" for
public servicesfor highway programs, measures such as
number of road miles or vehicle registrations are fre-
quently used. A more general measure of local need is
population and, for particular functions, relevant subsets
of this factor.

Equalization of Needs and Resources

A second major purpose in the granting of State aid is
to be found in the need to bring local needs and fman-
cial resources into better alignment. As a result of eco-
nomic growth and the greater interdependence of local
governments demands have risen for a greater degree of
equality over broader geographic areas. Thus, the pres-
sure to upgrade the scope and quality of public services
elsewhere has led to demands for improved services in
specific local areas.

Great variations in local fiscal capacity stand out as
one of the major bathers to the provision of more equal
program benefits. State programs designed to equalize
these variations are intended to provide a minimum level
of service below which no locality is permitted to fall.
Such service equalization programs are extensively used
by State governments for the support of elementary and
secondary education but are conspicuous by their
absence in virtually all other fields in which the States
extend aid to local governments. The minimum floor or
foundation concept is achieved by gearing State aid in-
versely to some selected measure of local fiscal capacity.
Thus, localities with limited tax resources receive rela-
tively more State aid than do their richer counterparts
for a given program and, to some extent, the variations
in local fiscal capacities are narrowed.

The fact that equalization provisions are built into
State aid programs, particularly for education, does not
mean that measures of nced for public services are not
also used. One frequently used measure in the field of
educational finance, for example, is the value of all tax-
able property for each child in average daily attendance.
This approach can give explicit consideration to local
fiscal capacity while at the same time incorporating an
index of needs for public services.

Technological Advance

Another general factor that has affected State aid to
local governments is the increasing size of the "efficient"
or optimal local governmental unit. As noted earlier, an
important part of this Report deals with the reallocation

7
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of functional responsibilities among governmental levels
and a critical force in this regard has been technological
advance which affects the public as well as the private
sector. Perhaps the most dramatic manifestation of the
impact of technological change on the public sector is
the development and diffusion of the automobile. It gen-
erated demands not only for more roads but for an inte-
grated network of a quality distinctly better than the
dirt facilities of I900designed as they were for horse-
drawn and bicycle traffic. The influence of technolori is
also apparent in the use of audio-visual and teaching
machinesand its potential scope in the field of educa-
tion is piesently undefinedwhile the use of more
elaborate capital equipment and techniques also marks
efforts to abate air and water pollution.

As the provision of public seivices becomes more
complicated and capital intensive, the possibility of gen-
erating economies of scale becomes ever greater. Such
scale economies mean that even aside from questions of
financial ability, the most efficient size of local govern-
ment will tend to increase. The upward pressure exerted
by technological change may take place either at the
State level or at some intermediate stage between the
State and localitysuch as the metropolitan or regional
district. Regardless of the ultimate resolution of this
pressure, the thrust of the technological advance to date
is to push the locu . of public services away from the
local governmental level.

Limitations of Local Property and Nonproperty Taxes

Aside from some of the large central cities and urban
counties, the sole significant tax source of local govern-
ments is the property tax. Currently (focal 1969) yield-
ing approximately 531 billion a year the property tax
has withstood periodic waves of critical assault and con-
tinues to be the major source of finance for local govern-
ments.

Despite the wide scope for improved administration
of the property tax' the fact remains that this tax has a
relatively shiggish response to economic growth
certainly when compared with the personal income tax.
As a result of this sluggish response and growing expen-
diture demands, local governments are continuously
pressured into the search for additional tax dollars.
Further increases in effective property tax rates, how-
ever, would only add to the already notable demand for
property tax reliefevidenced by programs in Minnesota
and Wisconsin to provide relief to the elderly and by
formal and informal tax concessions granted by localities
themselves.

Expansion of local nonproperty taxes is, of course,
one option in attacking the revenue raising problems of
local government. Levying such taxes, however, is gener-
ally regarded as inefficient for small, fragmented units
since each locality must administer the tax and, because
of its limited jurisdictional reach, must cope with addi-
tional compliance problems. Further, local income taxes

8

encourage, to some extent, the exodus of middle and
upper income families to the suburbs while local sales
taxes tend to favor the shopping centers and wealthy
communities where focal problems are less pronounced.

Because localities rely so heavily on the property tax,
demands have been generated for additional State aid
fmarH7ed, as it generally is, from nonproperty tax
sourcesthe general sales, personal and corporate in-
come as well as other nonproperty taxes. Channeling a
part of the yields from these taxes to the local level by
means of intergovernmental transfers enables the State
sector not only to reduce a major source of local fiscal
tension but permits the recipient localities to share in a
more diversified and productive revenue structure.

Home Rule and the Value of Pluralism

Running counter to the forces favoring a greater de-
gree of financial centralization, is a strong emotional and
traditional preference to "keep things local." Arguments
in favor of localism usually center on the creative poten-
tiality of local initiative with its encouragement to politi-
cal participation and identification. Such arguments also
stress the expertise of local officials whose knowledge of
particular circumstances can be more acute than deci-
sions reached by more distant authorities. Indeed, since
programs carried out by upper level governments encom-
pass all local jurisdictions with widely varying circum-
stances, they may conflict with or hamper particular
localities whose unique situations are not adequately rec-

ognized.
A somewhat more sophisticated argument gives maxi-

mum focus to the pluralism of American life. According
to one view, the multiplicity of local governments offers
the oPportunity for "consumers" of public seivices to
exercise their sovereignty and to choose that locality
which offers the public service-taxation package that
best meets their individual preferences. Thus the large
number of local governments and their varying public
service-tax rate offerings are desirable per se because
people are free to M5ve among the localities. Just as the
private sector adjusts to changes in demand by varying
its level of output or product line, local governmentsin
response to migration flows and changing preferences
will adapt to differences in individual preferences for
p u blic services.

This identity of local taxes and local services, how-
ever, cannot be accepted as a valid generalization for all
services provided by local governments since it gives no
consideration at all to the presence of spillover effects.
As mentioned previously, benefit spillovers appear to be
the rule in the public sector and their absence, the ex-
ception. Nor can it be ignored that through their consti-
tutions, State govenments are charged with responsi-
bilities for financing public education, and that States
historically have played a role in fmancing certain public
functions performed by local governments.
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Practical Checks to State Aid

Further checking the influence of forces leading to
the growth of State aid are several more or less practical
considerations. For one, many States have an anemic
revenue basefailing to use a balanced tax structure and,
in particular, making only limited use of the personal
income tax, which is not employed at all in 15 States.
While there is untapped revenue potential at the State
level, it is nonetheless true that there is also considerable
citizen reaction to higher State taxes. Thus, political in-
itiative in adopting new taxes or raising rates on existing
levies entails a risk of defeat at election time. To be um,
there has been much legislative activity in the post World
War 11 period to add to the productivity of State revenue
systems, but such past actions can evoke a cumulative
reaction that makes further increases all the more diffi-
cult.

Even where successful in raising additional revenues,
the granting of State aid requires a division of funds
among localities. In this context, everybody naturally
demands a piece of the pie, and such State expenditure
programs require the resolution of standard conflicts
between city and suburban as well as rural and urban
interests. This plurality of interests then can result in the
delay or even defeat of State aid programs.

THE NEED FOR REFORM

In contrast to the conceptual clarity of the major
purposes of State aid, most, if not all, State aid systems
need to be reassessed in light of the shift over the years
in the nature of local communities. State aid systems
that were devised during the early years of the century,
either simply to distribute State funds on some egalitar-
ian basis to urge localities into particular functional areas
or to help support certain public services (primarily edu-
cation and highways) that were deemed by State policy-
makers to be endowed with statewide interest, no longer
meet the needs of an increasingly urban and technologi-
cally interdependent society.

The emergence of a set of "lopsided" communities,
some with tremendous demands for public services and a
deficit of resources to meet them, others with few de-
mands on their treasuries and a surplus of resources, calls
for drastic State action to rectify the imbalance. The
States can no longer afford the luxury of dispensing
State funds to all local governments without taking ex-
plicit notice of great variations in program needs. Some
kinds of commu nities are so fiscally strong that they
have little or no need for State aid. Others are so weak
that no amount of Slate financial aid can make them
viabledifferent means must be applied in such in-
stances, including the possibility of eliminating some
kinds of local governmental units by annexation, consol-
idation or ather boundary adjustment policy.

One persistent criticism of State aid has been that it
tends to perpetuate and prop-up inefficient units of local

governnwntsunits that simply are not capable of per-
forming the public services currently demanded. This is
particularly true with regard to State aid for education
where innumerable small independent school districts re-
ceive outside finance in significant proportions. While
encouraging progress has been made in reducing the
number of school districts, it is nonetheless true that
many such units still exist whose boundaries were more
appropriate to the past than to the presentparticularly
in view of the great changes that have occurred in popu-
lation distribution, the locus of economic activity and
the greatly enhanced transportation network that now
exists. In its worst form, State aid strengthens inefficient
unitsthe first to oppose governmental reorganization
and is dissipated without accomplishing its obiectives.
State aid then should be geared to assuring that local
units are capable in all respectsand not only fman-
ciallyof delivering the intended services.

The same general forces also argue for a reinvestip-
tion of governmental responsibilities for the provision of
various public se,..ices. Where State and national inter-
ests are extensive, localities should not be the prime fi-
nancing agent for a public service. Some centralization
of financial responsibility has developed over the course
of the recent pastparticularly in the prime areas of
benefit spillovers such as elementary and secondary edu-
cation, public welfare and highways. An outright shift of
financial responsibilities is a clear alternative to changing
geographic boundaries. Both approaches offer the oppor-
tunity of making program benefits and costs more com-
mensurate while reducing the fiscal disparities that pies:-
ently mark the local scene. These advantages must be
balanced continually, however, against the traditional
and real political advantages of "local home rule."

There is also evidence to support the view that State
aid as currently, provided fails to constitute a system.
Categorical aids for narrowly defined purposes are mixed
together with a sprinkling of shared taxes, and both are
then channeled among localities by a surprisingly diverse
set of allocation criteria. The establishment of more rig-
orous organizational requisites, more forward-looking
criteria for assessing local government viability, and
more meaningful State performance standards to accons-
pany categorical aids with such State aid programs to
conform to comprehensive and functional planning ob-
jectives all are necessary reforms if State aid is to be
effectively geared to meet the problems of today, rather
than representing the cunailative responses to the pies-
sures of the past.

Footnotes

'See, for example, Advisory Commission on Intel:ovum
mental Relations, The Role of the State: in Strengthening the
Property Tax, 2 Vols., A17, Washington, D. C., June 1963.
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Chapter II

Conclusions and Recommendations

Before outlining the policy recommendations in de-
tail, a summary of the rmdinp and conclusions of the
Report will introduce the critical issues involved. Three
major themes emerge.

SUMMARY OF FINDINGS AND
CONCLUSIONS

There is a mismatch among governmental levels in the
financial responsibility for the provision of public
services. This imbalance is caused by (a) the wide-
spread State practice of forcing the local property tax
to serve as the primary underwriter of both the local

-school system and units of local general govemment
and (b) the present Congressional policy that requires
State and local governments to pick up approximately
one-half the nation's $10 billion public welfare bal.
To redress this imbalance, the Commission calls upon
the Federal Government to assume full rmancial re-
sponsibility for the public assistance functionin-
cluding general assistance and medicaidand for the
States, as a long range objective, to assume substan-
daily all the non-Federal share of elementary and
secondary education costs.
With the maior exception of public education, State
aid distribution formulas generally fail to recognize
swriations in local fiscal capadty to support public
service: For such intergovernmental programs as
public health and hospitals and highways, the Com-
mission calls for States to include measures in their
distaution formulas that reflect the ability and ca-
pacity of local governments to provide these services.
This would add 'greater equalization to State-local
fiscal relations and help assure that State dollars go to
those local jurisdictions in greatest fiscal need.
In few If any States does State aid really constitute a
"system." To assure a more responsive and effective
State aid structure, the Commission believes certain
organizational aspects of the State-local fiscal system
to be imperative, suggests criteria for assessing local
government viability, and calls for the adoption of
State performance standards to accompany categor-

ical State aid, such programs to conform to compre-
hensive and functional planning objectives.
The need for these actions is underscored by the fol-

lowing rmdinp regarding State aid generally and the
major functions supported by State aid.

State Aid and Local Fiscal Needs

Tremendous pressures on local government treas-
uries have resulted from increasing demands for
more and better quality education, public welfare
and health and hospital services, and new urban
development programsthe need for a balanced
transportation system in urban areas, the need to
rebuild cities and to provide decent housing for all,
and the need to control air and water pollution.
State rmancial aid has been increasing steadily to
an annual total exceeding $19 billion In fiscal
1967, but has barely kept pace with the growth in
local expenditures, providing between 28 and 32
percent of local revenue over the past decade.

Education

Characterized by heavy inter-jurisdictional bene-
fits, the State governmentrather than localities
should be the prime rmancial source.
With steadily rising educational costs at the local
level and only moderate increases in State educa-
tion aid relative to those local costs, school needs
are absorbing more and more of property tax rev-
enuesthe claims of education now account for
more than half of the local property tax dollar, up
from one-third in 1942.
School equalization formats, designed to provide
more comparable educational opportunities
throughout a State, nonetheless permit substantial
variations in per-pupil expenditures and generally
ignore the critical need for special assistance to
those districts where the poor tend to congregate.

13
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Public Assistance

The public assistance problem is national in origin,
national in scope, but nonetheless heavily fmanced
by States and localities.
The postwar migration of the poor from the rural
areas to the large urban centers in search of en-
hanced Job opportunities has saddled many of the
large metropolitan areas with disproportionate
shares of the public assistance caseload, bringing
not only spiraling public welfare costs but addi-
tional educational, public safety, and other fiscal
burdens.
Benefit levels, eligibility criteria and fiscal capacity
differ substantially among Statessetting off an
uneconomic rnigratIon of individuals to the "more
generous" areas, while additional taxes to finance
such programs tend to induce a counterflow of
people and businesses away from the generous
areas.
In 'a number of States, local governments are re-
quired to finance a substantial portion of public
assistance costsover 20 percent of the total cost
in seven States and in a few States, half or more of
the nonfederally fmanced portion. Nonetheless,
Statesand particularly localitieshave only
limited policy or administrative control over public
assistance programs.

Health and Hospitals

An analysis of present State aid programs for the
support of health and hospitals reveals that, with
but few exceptions, State financial assistance is
provided by distribution formulas that fail to rec-
ognize the varying ability of localities to support
these services. This means that to provide compara-
ble services throughout the State, disproportionate
tax efforts by the poorer communities would be
required unless greater reliance was placed upon
equalization provisions for the distribution of State
aid.

Highways and Mao Transit

Urban transportation needs are beginning to be rec-
ognized by Federal and State highway adminis-
trators but there is still an urban-rural imbalance
favoring the rural areas in the distribution of State
highway funds.
'the long-standing policy in most States of ear-
marking highway-user taxes only for highway con-
struction and maintenance needs to be reevaluated,
especially by the urbanized States. The "anti-
diversion" principle has, to be sure, contributed to
the development of an unparalleled rOad network
in this 'country, but new transportation require-
ments have arisen in our urban areas. There is now
a recognized need for a balanced transportation

14
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policy in urban areas, encompassing both high-
ways and mass transportation facilitiesa need
that requires a large infusion of funds. Broadening
the application of highway-user funds to urban
mass transportation facilities in addition to high-
ways will help to mitipte the urban transportatkin
problem.

Urban Development Progams

The industrial States are beginning to recognize
their financial responsibility for urban develop-
ment programs. Twenty States now have agencies
with concern for urban affairs and a few have em-
barked on multi-million dollar mass transportation,
water and sewer, and urban renewal programs,
thereby "buying in" to related Federal programs.

RECOMMENDATIONS

Transfer of Education and
Public Assistance Functions

Recommendation No. IState Assumption of
Substantially All Responsibility for Finan-
cing Education

In ceder to create a financial enykonment more con-
ducive to attainment of equality of educational oppor-
tunity and to remove the massive and rowing prawns
of die telsool tax on owners of local peoperty, the Corn-
misdon recommends that such State adopt as a basic
oldective of its long range State-local fiscal policy the
assuniption by the State of substantially all fiscal news-
sibility foe financing local schools with oppoqunity for
Ewalt enrichment at the local lewd and assurance of
retention of appropriate local policymaking author-i4y. ,

*Mr. Daniel, Commissioner McDonald, and Congreuman Ull-
mth dissented from this recommendation and stated: In our
view, this recommendation overly circumscribes the financial,
and therefore the innovative and experimental, role of local gov-
ernments. We agree that financial arrangements for elementary
and secondary education need to be strengthened by additional
State aid; we do not agree that the transfer of this financial
responsibility to the State is called for. Assumption of
substantially all the financing of cbmentary and secondary
education by the State runs the dance of achieving only a
uniform educational mediocrity. While policymaking authority is
to be retained at the local level by thb recommendation, it Is
nonetheless clear that such authorfty h severely circummibed in
its efforts to achieve quality education. The effective divorce of
expenditure decisions from revenue-raking responsibilities for
public education rens counter to what we mud as good
administrative practice."

Congresaman Fountain dissented from this
recommendation and stated: "While I agree generdly with the
principle that exthnsive State aid Ls necessary to strengthen
ekmentary and secondary education, as well as to relieve the
growing burdcn of taxes on local property for school purposes, I
cannot support the recommendation that States thould assume
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This recommendation rests on three key premises:
That local property taxpayers must be relieved of sub-
stantially all the burden of underwriting the non-Federal
share of education; that State assumption of such costs
is the most likely route to the provision of equal educa-
tional opportunity; and that local policymaking author-
ity over elementary and secondary education must be
retained.

If this recommendation is to have real meaning, the
amount of local supplement would have to be severely
circumscribedfor example, to not more than 10 per-
cent of the State program. Indeed, failure to require
such a restriction would undermine two objectivesthat
of creating a fiscal environment more conducive to edu-
cational opportunity and that of relieving the local prop-
erty tax base of the school finance burden. At present,
several StatesNew Mexico, North Carolina, Delaware,
and Louisianaarc within striking distance of this goal
while Hawaii has assumed complete fmancial and admin-
istrative responsibility for the provision of public educa-
tion.

The need to shield the local property tax base from
undue school finance pressure is emphasized by the fact
that local schools are constantly increasing their share of
this tax source. Back in 1942 about one-third of all
property tax revenue went to the educators; now it is
slightly more than 50percent.

A persuasive case can be made to support the proposi-
tion that the more local or municipal-type functions
should have first claim on the local property tax base.
Because the benefits of education clearly transcend the
boundaries of the local school district, a higher level of
governmentthe Stateshould assume the primary
financial responsibility. Such State action will help to
prevent local units of general govemment cities and
countiesfrom being gradually pushed off the local
property tax preserve by the school boards.

The case for State assumption of substantially all of
the non-federal shase of financing education also rests
heavily on the contention that only by this action will
an approximate panty in resources per pupil be
achieved. Just because the social and economic conse-
quences of high qualityand low qualityeducation are
felt far beyond school district confines, States should no
longer tolerate significant variations in educational out-
comes that result from accidents of fiscal geography. Yet
so long as each local school district has wide latitude in
setting its own tax levy, great variations in both wealth
and willingness to tax will continue to produce signifi-
cant variations in the resources behind each student. In
short, both the content of educational financing and

mbitantially all financial responsibility for local schools. I
believe further, that each State must deb:mine for itself the
most desirable balance of State-local funding for education in
the light of its own history, traditions, and financial
circumstances."

+Senator Mundt abstained from voting on this
recommendation.

therefore the quality of education itself are to some ex-
tent presently shaped by local property tax geography.

In theory at least, State legislators could adopt
"Robin Hood"-type equalization programs designed to
skim off excess property tax wealth from rich districts
and transfer these resources to poor jurisdictions. In
practice, however, this is extremely difficult u State leg-
islators can generally be expected to support proposals
that will aid their districts end to oppose any bald
attempt to transfer their district's wealth to poorer juris-
dictions. As a result, most State aid programs at best arc
"mildly" equalizing; incredible as it may seem, many of
them discriminate against the central cities where educa-
tional needs are the most dire. For this reason then,
State aid programs generally fail to level off the great
peaks thrown up by wealth and local fiscal autonomy
and only partially fill in the valleys left by anemic local
resources.

Because of practical political limitations on the power
of State legislators to transfer funds, only two ways re-
main for States to come to grips with local educational
fiscal disparities. They can either create, via consolida-
tion, ever larger local districts or attempt to neutralize
local fircal variations by progressively increasing State
aid to all local districts in the State. While many States
have made remarkable progress on the school district
consolidation front, there are practical administrative
arid political limitations upon just how far they can go.
Districts left behind by the consolidation movement are
frequently the most in need of such action and generally
regarded as pariahs by their more affluent neighbors. As
a result, State assumption of substantially all the non-
Federal share of financing education looms as the ap-
proach most likely to achieve that long-standing goal of
educators and the American peoplethe equalization of
educational opportunity.

State assumption of complete responsibility for fman-
cing of education should leave ample room for local
initiative and innovation in the field of public education.
In fact, once liberated from the necessity of "selling"
local bond issues and tax rate increases, school superin-
tendents and local board members can concentrate their
efforts on the true interest of local controlnamely the
nature and quality of education that is provided for the
children of their locality. Further, the long tradition of
local control of education and the keen concern of most
parents for the educational well-being of their children
will serve as sturdy defenses against both arbitrary State
administrative action and any policy that short changes
educational financial requirements. Indeed, there ia
reason to believe that forward looking State educational
leadership would encourage and promote local educa-
tional innovations.

State assumption of complete responsibility fot fman-
cing education is not Utopian. As previously noted, four
States (New Mexico, North Carolina, Delaware, and
Louisiana) are within striking distance of this goal while
Hawaii, lacking a tradition of local ccnuol, has assumed

15
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complete responsibility for both rmancing and operation
of schools.

Nor does the long-range goal of substantial State
rmancing need to be a wrenching experience. While bud-
getary considerations may well dictate a somewhat
gradual rather than overnight substitution of State in-
come and sales tax dollars for local property tax re-
ceipts, evidence suggests that perhaps as many as 20
States could next year assume complete responsibility
for public school fmancing if they were willing to make
as intensive use of personal income and sales taxes as the
"top ten" States now make on the average. Thus, when
viewed alongside the resultant and dramatic decrease in
local property tax loads, State assumption of fmancial
responsibility loses its idealistic cast and takes on the
appearance of a realistic and equitable readjustment of
the total tax burden.

The Commission recognizes that perhaps the most
serious argument against this proposal is the condition of
political apathy prevailing in some States where there is
no widespread demand for this kind of departure from
the status quo. For this reason, assumption of substan-
tially all the non-Federal share of school expenditures by
the State is presented as an objective toward which all
the States must work, with a few crossing over the goal
line each year. Recognizing the very great importance of
local policy control over schools and the need for some
leeway in meeting unusual financial situations, the Com-
mission recommends that local school districts be per-
mitted to supplement the State contribution, but on a
limited basis. This limitation could be effected by a
statutory provision restricting the use of local property
taxing powers for schools to, say, 10 percent of the
funds provided by the State to the locality during a
designated fiscal period.

Recommendation No. 2National Government
Assumption of Full Financial Responsi-
bility for Public Assistance (Including
General Assistance and Medicaid)

The Commission concludes that maintaining a proper-
ly functioning and responsive public assistance program
as presently operating is utolly beyond the severely
strained financial capacity of State and local government
to support. The Commission therefore recommends that
the Federal Government assume full financial responsi-
bility for the provision of public assistance. The Com-
mission further recommends that the States and local
governments continue to administer public assistance
programs.

The Commission whhes it understood that these MC.
ommendations are desired to relieve inequities of re-
source earthy among the levels of government and
apply until such time na Congress and When dull deter-
mine a more efficient and appropriate method of welfare
administration applicable to the complex sodsl prob-
lems of our time.* ° +
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A sense of urgency presently surrounds the public
welfare debate. Although State and local governments
contributed almost half of the $10 billion needed to
underwrite public assistance programs in 1968, an inter-
governmental "showdown" is imminent. The crisis is the
product of many factorsrecent court decisions smiting
down State residence requirements, great variations in
State welfare benefits, the rapid rise in AFDC and
Medicaid costs particularly in the more urbanized States,
and the growing expenditure demands of programs that
are more favored at the State and local level than public
assistance.

Full Federal assumption of fmancial responsibility for
providing publi . assistance, however, need not be re-
garded as a "final solution." Rather, alternative ap-
proachessuch as the negative income tax or family al-
lowance plans, or some other planmight ultirrately
prove more effective in meeting the needs of the poor.
For the present, however, assumption of public assist-
ance programs by the National Government stands as the
most readily available proposal to meet the absolutely
impossible and inequitable fiscal and tax situation into
which States and their localities have been placed.

Because of their limited jurisdictional reach and fiscal
capacities, State and local governments simply cannot
adequately provide necessary public assistance to needy
and medically indigent people. Neither of these govern-
mental levels can afford to get too far out of line with its
neighbors regarding either 'expenditures for such pro-
grams or the consequent tax rates. To do so would intro-
duce further elements of "locational pull"as recipients
or potential recipients seek higher program benefitsor
"locational push,': as individuals and businesses seek to

oconareuman Fountain. Congressman Ullman. Senator
Knowles and Commissioner McDonald dissented from this
recommendation and stated: "The Commission's
recommendation that the National Government assume full
financial responsibgity foz public assistance is incompatible with
a liandamental premise this country has always operated onthat
people in the tune community have respondbilities toward their
neighbors. By calline for continued State and local adailnhstis-
don, it divorces the essential link between tbe spending and
revenue raising responsibilities. Moreover, by imply dittieg
financial re monsibility to the Federal Govemment, the
recommendation does not come to grips with the mon
fundamental weaknesses in the existing welfare structureits
extremely high administrative costs and unequal treatment of
people in Like circumstances. We believe it more desirable to give
immediate attention to finding better ways of dealing with the
poverty problem, rather than attempt to modify existing
arrangements for the rake of relieving Stale and local
government of a fiscal burden. We al/ recognize that Stare and
local governments are in financial difficulties and that changes in
fmancing amusements must be sought but we do not believe
that the solution of this problem can be found in the expedient
proposed by the majority with respect to public welfare."

.Senator Mundt abstained from voting on this
recommendation.

4Commirsion members from the Fede' ral Executive Branch
(Secretary Findt, Secretary Romney and Budget Director Mayo}
abstained from voting on this recommendation because of in.
sufficient opportunk :3 13d3w end =WY= its

-4 Zios
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leave high tax areas. Such expenditure or tax differen-
tials, however, can set off counter-reactions having the
effect of nullifying initial intentionsa danger that is
further highlighted at the local level where the greater
homogeneity of other factors make expenditure or tax
differentials all the more prominent.

In point of fact, differences among States in program
benefits and eligibility requirements work in a perverse
direction. States that are unable or unwilling to provide
a minimum level of public assistance compatible with
family needs find their share of caseloads diminishing
while States meeting this obligation find their welfare
rolls expanding. A woman travelling from Mississippi to
New York with nine of her twelve children was recently
denied public assistance on the ground that going on
welfare was her sole aim in moving to New York City.
By coming to New York, a woman with twelve children
would receive about $640 more per month than she
would in Mississippi. For the more typical family of
four, .Mississippi provides an average monthly payment
of $35 while in New York, the recipient is eligible for
$241 a monthenabling the recipient to recoup, within
a single month the total bus fare from Jackson to New
York City. While it is not possible to detennine the num-
ber of people who are lured solely by such differentials
in program benefits, it is nonetheless clear that these
variationsover and above accounting for cost differ-
ences among geographic areastend to promote a flow
of low income individuals into the large metropolitan
centers.

Perhaps the more important factors, however, are uo-
employment and underemployment which force many
of the employable poor onto the welfare rolls. Lack of
job opportunities for the less well educated and uo-
skilled results ultimately from national forces that have
tiansformed the economyforces beyond the control of
State and local governments. Thus, the search for better
jobsa search that promotes the national interestnone-
theless becomes a penalty for State and local jurisdic-
tions when job seekers are frustrated.

As a more practical matter, State and local govern-
ments simply do not fully exploit the individual income
taxthe logical tax levy for redistributing income. While
there is potential use for this tax levy by State govern-
ments, it is not well-suited for localitiesexcept the large
central cities.. As a result, State and local financing of
public assistance tends to fall harder on the poor than
would an individual income tax-the mainstay of Federal .
revenues. Thus, the use of State and local revenues to
provide services for the poor in a sense results in dispro-
portionate support by the poor.

Shifting financial responsibility for public assistance
programs to the Federal Government would tend to re-
duce or eliminate constraints that presently hamper
State and local government efforts to provide other
public services. While relieving all sub-national units of
this responsibility would free up.. about $4.6 billion of
State and local revenues, it would be of particular bene-

fit to those States and cities where the poor have tended
to congregate. As such it would reduce tax competition
between city and suburb, for example, and at the same
time, serve to reduce the pressures on the local property
tax.

To some, a proposal to remove State and local gov-
ernments from financial responsibility for public assist-
ance programs poses the danger that the nation will lose
control of this problem. More persuasive, however, is the
argument that States and particularly localities now have
little effective control over such programs anyway
witness, for example, the recent Supreme Court decision
prohibiting State residence requirements. The immediate
effect of this decision is to increase the welfare caseload
since those not meeting the eligibility criteria solely be-
cause they failed to reside in a jurisdiction a sufficient
length of time are now able to receive public assistance.
By striking down residence requirements, the decision
also had the effect of reducing a barrier to migration
which may add to the flow of individuals toward the
more generous States. Both effects then will serve to
exacerbate the State-local fiscal strain imposed by public
assistance.

To the extent, however, that State and local govern-
ments are forced to trim welfare rolls to their budgetary
capabilities rather than the legitimate needs of the poor,
then there is no truly national welfare program. To
assure an equitable system both among individuals and
governments, it must therefore be nationally financed.
Such a national welfare system, however, must be flex-
ible enough to accommodate its benefit schedule to the
diverse living costs of the rural South and high cost
urban areas, particularly those located in the North. Full
Federal assumption of the welfare rystem should not
work to the detriment of recipients who presently reside
in States with the more generous benefits; it should
assure a basic standard of living regardless of geographic
area.

The advantages of the National Govemment assuming
full financial responsibility for public assistance pro-
grams far outweigh the above reservations. Such advan-
tages are the achievement of a more equitable and ade-
quate standard of benefits throughout the country, and
the removal of a contributing source of fiscal pressures
on those State and local units beset by diminishing fiscal
resources and disproportionate shares of the poor.

Federal assumption of full financial responsibility for
public assistance raises the question of administrative rel
sponsibllity. Would it be desirable to continue State-
local administration, perhaps under stronger Federal
guidelines and direction, or shift to direct Federal ad-
ministration?

Direct Federal administration could be .effected by
using the 700-odd district and branch offices now ad-
ministering Social Security and Medicare programs. A
second possibility would be to transfer State and local
personnel currently administering public assistance to
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the Federal payroll and place them under the supervision
and direction of the HEW regional directors.

Other programs provide precedents for continued
State administration under full or near-full Federal
financing. The United States Employment Service is run
by the States but for all practical ptirposes is a Federal
operation since Federal funding of administrative costs is
100 percent. In addition, for three years the Community
Action Program under the Office of Economic Oppor-
tunity has been funded at 80 to 90 percent by the Fed-
eral Government, with a liberal allowance of in-kind con-
tributions by local bodies which in many cases effective-
ly has meant 100 percent Federal fmancing. Yet these
programs were essentially carried out at the local level
by non-Federal personnel and organizations.

On balance, the Commission believes that the con-
tinued viability of our federal system and widespread
public support for keeping this program "close to the
people" argue in favor of retention of administrative re.-
sponsibility of the public welfare program at the State
and local level while nationaliimg its funding.

Imes and Costs Involving the Transfer
of Education and Public Assistance
Financing to the State and National
Governments

Rscal centralization. Recommendations calling for
Federal financing of public anistance trigger the claim
that the inexorable logic of fiscal centralization will also
lead to the nationalization of school financing. There
are, of course, parallel issues in both these functional
fieldscentering around the national interest in these
functions, the growing mobility of the population, and
the revenue limitations of States and localities. Both
functions are marked by "benefit spillovers"the
respective services presently provided by these govern-
mental units spill over and thus affect not only residents
but others living outside the particular locality and State
as well. Similarly these functions are constrained by
State-local financial limitationsregarding both the
property tax and the potential use of non-property tax
revenues.

If these were the only relevant considerations, then
the same "fiscal solution" ought to be applied in both
instancesparticularly since no hard eyidence exists that
the relative importance of these issues differs substan-
tially between the two functions. There are, however,
further considerations that do appear to differ markedly
between the two functional areas.

For one, fiscal considerations may prove the decisive
barrier to anything approaching complete Federal fi-
nancing of local schools. While there is currently a Fed-
eral contribution to fmancing of public educationand
one that will probably grow steadily in amount if not in
proportionnationalization of school financing does not
appear as a viable proposition for the foreseeable future.
The Federal Government currently underwrites only 7
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percent of the costs of local schoolsout of total educa-
tional costs of approximately $34 billion. At most then,
the Federal Government will assume a strong secondary
rolethat of equalizing variations in needs and resources
among States and stimulating efforts in certain program
areas. By way of contrast, the Federal Government al-
ready finances more than half of the nation's $10 billion
public assistance bill.

Beyond the fiscal dimension, the need for alternative
solutions for these two functional areas is underscored
by the fact that while there is an intense political loyalty
to the .concept of "local schools", no comparable citizen
identification or involvement exists regarding public
assistance. Nothingin folklore or in factrivals "the
little red schoolhouse" or the "school marm." To be
sure, this point involves subjective as well as historical
and traditional valuations. It is nonetheless tme that the
school marm and the welfare worker are not held in
comparable civic esteem.

A closely related point that further highlights the dif-
ferences between public education and welfare is to be
found in the fact that a highly successful State-local edu-
cation program can be thought of as its own reward
even if benefits flow to those who do not help finance it.
To educate one's children not only in an academic sense
but in a context of social and civic responsibilities may
be deemed sufficiently worthy to incur the necessary
additional fiscal burdens.. Moreover, State and local
policymakers are becoming increasingly suture that a
high quality educational system stimulates economic
development.

No comparable situation exists in the public welfare
field. These programs and the necessary related services
of housing, health, etc., are applicable to a much smaller
number of individuals and receive far less support among
the general public. They seem to have as their ultimate
reward the need to provide comparable services to addi-
tional recipients who were initially attracted, in part, by
the welfare program itself. In short, the very hallmark of
State-local governmentits diversity, its innovative prac-
tices and its potential for experimentationseem to be
far more relevant for public education than for public
welfare. Indeed, Federal regulations accompanying pub-
lic assistance grants not infrequently bear the stamp of
"Papa knows best," while those accompanying educa-
lion grantsexcept in the field of civil rightsprovide
vAde latitude for and actually encourage experimenta-
tion. For public education, diversity in program levels
sufficient to avoid a uniform mediocrity but constrained
to assure a slowdown in interstate economic competi-
tionseems preferable.

It is precisely this element of diversity in program
benefits among States that introduces the critical issue
of locational pull and pushas actual and potential wel-
fare recipients seek those areas offering the highest bene-
fit levels and easiest eligibility requirements. At the same
time, however, taxpayers seek to avoid the extra pay-
ments necessary to finance such programs since they see
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no resulting services to themselves and do not place wel-
fare high in their value system. Thus, in the public
assistance field, the diversity that exists as a result of
State-local Initiative works against the innovative ap-
proach and in favor of laggard States who find their
caseloads reduced because of their meager programs.

Two further considerations stem from the lo:itional
argument. At the heart of the public welfare function is
the decision to supplement the income of the poor; this
is done by the redistribution of income. Because of their
narrow jurisdictional reach and the limited actual or po-
tential use of the individual income tax-the logical
source of funds for redistribution purposes-State and
local welfare efforts can be nullified by the interstate
and interlocal migration of individuals.

Secondly, much of the migration that does take place
is a response to better Job opportunities. As such, it is a
result of the transformation of the economy itself-away
from agriculture to manufacturing and service occupa-
tions. This migration then originates from changes in the
national economy brought about by the nation as a
whole. For this reason, there is more than a national
aspect of public assistance; there is a national origin.
What remains, therefore, is to establish a national
responsibility.

FYscrd effects. The combined effect of these two rec-
ommendations for the nation as a whole would be to
relieve local budgets of $13 billion and to add $9 billion
to State government revenue requirements (table 3).
These calculations, which relate to 1967, assume an im-
mediate rather than a phased State assumption of ele-
mentary and secondary school financing. With die soli-
tary exception of Hawaii, local governments would fmd
their financial responsibilities diminished while States
would find their fiscal needs augmented. The magnitudes
differ vastly among the States and localities reflecting, as
they do, the widely disparate State-local fmancial pat-
terns presently existing.

To meet their expanded revenue needs, State govern-
ments would undoubtedly have to tap the freed-up tax-
payer capacity made available by the local government
tax relief. In short, State income and sales taxes would
to a significant extent replace local property tax
dollars-a desirable achievement in itself. If this were the
sole avenue available to Slates, Just under 70 percent of
the freed-up local revenues would have to be taken over
by the States. Even so, the combined State-local tax
requirements would, in 1967, have been reduced by
about $4.0 billion. Thus the taxable capacity is there,
though large-scale tax programs will have to be enacted
to divert these resources to the State sector. Further,
assistance by the Federal Government in the form of
revenue-sharing with States and localities and the long-
range natuie of the State assumption of the education
objective serve to assure the Commission that the finan-
cial,shifts called for are attainable goals.
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Equalizing Educational Opportunity

Recommendation No. 3-State Compensation
for "Municipal-Overburden" in the
Absence Of Substantial State Support for
Schools
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In States dot have not ausumed sibstantielly full
responsibility for finencing education, the Commission
recommends that they construct and fund a Khool
equalization program so as to extend additional financial
assistance to those school districts handicapped in raising
rufficient property tax revenue due to the extraordinary
revemie demands made on the local tax base by city anti
county jurisdictions.

State school support programs are underpinned by an
assumption that becomes more questionable with each
passing daythe proposition that if two local school dis-
tricts have the same amount of equalieed full value
assessment behind each student, they then have the same
capability to raise tax revenue for school purposes. It is
quite conceivable, for example, that a high income sub-
urban school district and a central city district might
have tax bases with approximately the same amount of
full value assessment behind each of their students, yet
due to "municipal overburden" the central city school
district could not begin to exploit its tax base for educa-
tional purposes to the same degree as the suburban dis-
trict.

The "municipal overburden" stems from the fact that
the central city is forced to put first things firstthus
the demands of law and order and poverty related needs
are reflected in extremely heavy outlays for police, fire,
sanitation and public health services. As much as two-
thirds of all local tax revenue in the central city there-
fore may have to go for these "custodial" type services
while many suburban districts with relatively light
municipal demands can put two-thirds of their property
tax revenue into the "developmental" areaeducation.
Thus municipal overburden and the generally lower in-
come of central city residents place powerful constraints
on the ability of central city school boards and make it
virtually impossible for them to maintain the same
educational opportunities as their suburban neighbors.

The case for recognizing municipal overburden in
State school aid programs is further supported by the
fact that no longer is it possible to view education as
completely divorced from all other local governmental
functions. The experience with Federal "Title-I" money
of the Elementary and Secondary Education Act of
1965 and experimental programs in central cities show
that public schools by themselves cannot overcome deep
seated social and economic problems, Educators have
begun to exhibit deep awareness of the need for
coordinating school programs with welfare, health and
other essential social services provided at the local level.
In view of the need for such activities and their impact
on the environment in which the learning process
operates, the demand they make on local resources
should be recognized in the measure of local ability to
support public schools.

Michigan has demonstrated the feasibility of
including in its education equalization formula a factor
that will assist those localities plagued by extraordinary
non-educational expenditures. If the total tax rate
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applicable in a rlistrict is 125% or more of the total tax
rate for the rest of the school districts, its valuation for
educa tional equalization aid purposes is reduced
proportionately, thereby increasing its portion of aid
monies.

Some may object to this proposal for building "mu-
nicipal overburden" into a State school aid program on
the grounds that it is "back door" financing of City Hall.
They favor the "front door" approachif the central
cities are overburdened, then they argue the State should
provide direct aid for hard-pressed municipalities.
Others, however, take the position that the critical need
is for the State to recognize municipal overburden. If
State aid can be delivered to the front doorfine; if that
approach is not politically feasible, then go the back
door routeby building a municipal overburden factor
into the school aid program.

Health and Hospitals

Recommendation No. 4Greater State Use of
Equalization in State Aid for Public
Health and Hospital Programs

To geoid disproportionate tax efforts by poorer local
juriedictions, the Commission recommends that greater
reliance be placed upon provisions to equalize among
local Jurisdictions in terms of fiscal capacity, need end
tax effort to govern the distribution of State aid for
public health and hospital programs.

The financial practices of State govemments in aiding
public health and hospital seryices reveal that with few
exceptions those States using intergovemmental trans-
fers take no cognizance of the variations in local fiscal
capacity. While the use of intergovernmental transfers is
relatively limitedamounting to $185 million for public
health and $115 million for public hospitals in 1967, a
large but undetermined amount of which comes from
the Federal Governmentequalization provisions would
help to gear this State financial assistance predominantly
to those jurisdictions where needs and resources diverge
most sharply. Furthermore, differences in tax rates to
finance comparable programs would be avoided.

While greater equalization would help the poorest
areas of a State provide more adequate personnel and
facilities, financing from service charges, fees and third
party payments may help mitigate tax pressures in these
areas. The Commission believes, however, that where
public health and hospital facilities arc currently
financed from State as well as local resources, explicit
recognition of variations in local fiscal capacity would
tend to provide more comparable facilities throughout
the State without requiring disproportionate tax efforts
in poorer jurisdictions,

Highways and Mass Transportation

Recommendation No. 5.Revamping the leederal
Highway Aid Program
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The Coramission recommends that the Federal-Aid
Highway Act be revised to replace the existing primary,
secondary and urban extensions program with a new
system aiding development of State highways, urban
midis street and highway netsvorlcs, and rural secondary
highway systems, together with provision for co.
ordinating street and highway development with mass
transportation facilities in urban areas.

Because the Fedeial Government has an important
financial and policymaking role in the highway field, the
Federal aid highway program cannot be ignored in an
assessment of State highway aid to local governments.
The development of a highway system was recognized as
a national problem in 1916 when the Federal aid high-
way program was enacted as a 50-50 Federal-State part-
nership. Together with the massive interstatr highway
construction program started in 1956, 90 percent
financed by Federal funds, this partnership is now com-
pleting a network of high-speed highways from coast to
coast and from border to border.

Now that the planned interstate system is nearing
completion, the attention of the nation is turning to the
problems of urban transportation. The need for a
balanced transportation program in the urban areas
coordinating streets and highways with bus, rail and
other modes of mass transitis expressly recognized in
Federal legislation and has spurred the establishment of
a United States Department of Transportation. Eight
States have established similar agencies and others are
considering such a move.

Currently the Federal Government finances almost
one-third of highway costs, the States about one-half,
and local governments about one-fifth. Almost
three-fourths of the non-Federal financing for highway
construction and maintenance comes from State
fundsboth in direct State spending and in ald to their
localities. However, despite the much higher costs
involved in urban streets and the recent shift in emphasis
by Federal and State highway officials toward urban
road and transportation needs, State programs reveal a
strong rural focus. Two-thirds of all State highway aid is
for counties and rural townships and, except for the
urban extensions of the State primary and secondary
systems, all direct State highway construction and
maintenance is in the rural sectors. Yet although the
Federal Government is now helping local governments
finance mass transit facilities, only a handful of States
are doing so.

The Commission is convinced that, just as the
Federal, State and local governments have joined forces
over the past century to build the intercommunity and
interstate highway network, so musi they now focus
their attention on the critical problem of intra-urban
t ransportation,

We have not, in the context of this study, considered
the alternative to State financial aidState assumption
o f responsibility for highway, construction and
maintenance. We would, however, urge each State to

consider the appropriate division of such responsibility
following a detailed study and functional classification
of its highway system. A national framework for such a
classification is being developed by the Federal Highway
Administration as a basis for updating the present
highway systems and developing the needs for and the
benefits to be derived from future highway investments.
As each State, in cooperation with its local governments,
develops its functional highway classification, it can
determine the appropriate administrative roles to be
assigned to the State highway agency, the counties and
cities or, in metropolitan areas, to some regional
grouping of local governments.

For highways not in the Interstate System, the
present method of providing Federal aid inhibits
coordinated development of highway systems by
encouraging States to develop route designations
according to the funds awarded under allocation systems
which do not adequately represent today's needs.
Moreover, it distributes funds to States with widely
varying standards for the. classification of routes.

The Federal grant program for the primary system
was established in 1921. In determining the basis for
allocation it excludes routes in urban areas, on the
Interstate System, and in some other categories with the
result that mileage not creditable to the allocation plan
ranges from 5% in North Dakota to 82% in Rhode
Island.' Under Federal aid for the secondary system,
coverage, which is determined according to criteria
established by the various States, ranges from 3% of all
road mil:age in Wyoming to 35% in North Carolina.2 As
a result of these allocation systems, aid is often
distributed on an individual project basis without regard
to development of comprehensive rooteqstems_.

Problems are particularly acute in urban areas because
Federal ald for such uses has been limited by statute to
25% of the total available for non-Interstate routes and
generally must be apPlied to routes which connect to
primary or secondary systems outside the urban area.
Prior to 1968, major routes for movement of traffic
within urban areas received no Federal aid unless
designated as extensions of primary or secondary roads.
With enactment of the Federal-Aid Highway Act of
1968, there is now limited Federal assistance for traffic
facilities not on the primary and secondary systems
under the TOPICS program (Urban Ares Traffic
Operations Improvement Program), which provides for
traffic engineering and minor reconstruction projects.

To promote orderly development of highway
systems, funds, now allocated under the primary,
secondary and urban extensions (ABC) program should
be distributed under a formula that recognizes a new
fonctional classificatiOn of State, urban and rural routes.
The State system would support intrastate routes both
inside and outside urban areas. It would include the
present Interstate system and routes on the primary
system with its urban extensions and any other routes
planned for movement of intercity traffic. This system

21



8447

would be planned and constructed by the States in
consultation with planning agencies of affected
jurisdictions.

The urban system would support development of
street and highway systems for moving traffic 'within
urban areas. It would include extensions of the present
secondary system and other major streets and highways
for moving traffic within urban areas. Although Federal
funds would be channeled through States, the urban
system would be planned by the comprehensive
transportation planning unit for each urban area. The
urban transportation planning unit could set priorities
for improvement of urban highway systems in
conjunction with improvements for mass transportation
and other community development plans. Such co-
ordination would greatly improve urban highwzy devel-
opment.

The rural system would aid major traffic. routes in
rural areas similar to the present secondary system and,
with a more uniforra classification among the States, it
would be planned and constructed by Statcs with in-
volvement of local planning units.

Recommendation No. 6State Financial Partici-
pation in Urban Mass Transportation

The Commission recommends thefurban States de-
velop a mass transportation'plan and that in addition to
providing technical and financial assistance to metro-
politan areas with regard to the plenning'of mass trans-
portation facilities and services, die States fumhh finan-
cial assistance toward the improvement, acquisition and
operation of such facilities.

The critical need for adequate mass transportation
facilities in our urban areas has been well' documented.
The daily struggle of the urbanite and the suburbanite to
reach his downtown office is stark evidence of the.fact
that drastic measures must be taken. Moreover, efforts
to improve the lot of the underprivileged inner city resi-
dents are inextricably tied to the provision of reasonably
priced mass transit. All too often the poor are restricted
by the lack of adequate transportation in their quest for
gainful employment.

In one of its earliest studies, the Commission pointed
to the need for State technical and financial assistance to
the metropolitan areas in planning mass transportation
facilities and services.3 The' Commission noted in that
rcport that "due to fragmentation orresponsibility
among various units and the lack 'of coincidence between
service needs and tax jurisdictions, it is freqUently im-
possible for local government to asiemble effectively the
technical and financial resources required for meeting
the service needs of metropolitan area residents."4 This
situation is at least as serioui now as it wai eight Years
ago.

The post war itccline in the use of mass transit facili-
ties is continuing, as automobile ownership increases.
Private operation of bus and rail facilities is becoming
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less profitable and many communities are faced with the
prospect of either losing what mass transit facilities they
have or buying out the private operators.

The public cost of acquiring, modernizing, and ex-
panding mass transportation facilities can be counted in
the billions of dollars. Among the largest metropolitan
areas only five now have rail mass transit facilities
(Boston, Chicago, Cleveland, Philadelphia and New
York). The San Francisco metropolitan area is now con-
structing a rapid transit system that will cost well over
SI billion when completed, and the cost of the proposed
rapid transit system for the Washington, D.C. metro-
politan area is projected. at $23 i billion. Other large
cities, including Atlanta, Baltimore, Los Angeles, and
Seattle are currently considering the construction of rail
transit systems.

It is generally agreed that rail rapid transit is suita-
ble only for densely settled metropolitan areasthose
with more than a million inhabitants. There are now
30 such areas and more will be added to the list in the
coming years. For smaller communities, Min transpor-
tation involves extensive use of multi-passenger
vehiclesbuses, jitneys, etc.and related facilities. As
noted, some have already had to acquire and expand
privately operated bus systems. Many need new and
additional equipment. Of the 104 urban mass transpor-
tation capital grant projects approved for Federal aid
as of December 31, 1968, 72 were for the acquisition
of buses and related facilities at a cost of about $130
million.*

Although a substantial portion of the funds needed
for mass transportation facilities will necessarily come
from local sources and, to a lesser extent, the U.S. De-
partment of Transportation," financial aid will also
have to come from the States. Increasing the urban
share of Stat,: highway-user funds and authorizing local
governments to apply some of those funds for co-
ordinated highway and mass transportation projects (as
discussed in the two recommendations that follow) will
help, but it will be far from sufficient. Five States
Maryland, Massachusetss, New Jersey, New York and
Pennsylvanianow recognize the need to assist substan-
tially in financing urban mass transportation facilities.
Other urban States, in partnership with their localities
and the Federal Government, will have to devote some
of their bonding capacity and tax resources to solving
the urban transportation crisis.

*Most of the remaining 32 . projects were fog nil transit
facilities in the few nem now constructing such systems,
involving expenditure of some 8750 millionan Indication of the
massive requirements for rall facilities.

**About $112 billion in Federal aid had been committed under
the Urban Man Transportation program by the end of 1968 and
annual pants have been authorized of 8150 million for fiscal
1969 and 8175 million for fiscal 1970.
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Recommendation No. 7Allocating State Re-
sources for Highwaysthe Need for a

Better Urban-Rural Mix

The Commission recommends that States so stnic-
ture their formulas for allocating the proceeds of high.
way-user taxes among units of local government as to
insure a proper balance between urban and twat high-
way requirements. In order to recognize more ade-
quately urban highwary needs and financial ability, the
States should allocate their resources to reflect such
factors as service level needs, population, accident
reties, commuter patterns and fiscal ability.

This recommendation calling for a better balance in
meeting urban and rural highway needs reflects the
fact that States have made remarkable progress in the
last SO years in overcoming the tremendous rural trans-
port deficitthe need to get the farmers out of the
mud. Now that most States have created both a fairly
effective farm to market road system and an intercom-
munity highway linkage, it is necessary to bridge the
urban transportation gap.

The case for funneling more State highway-user
dollars into urban areas generallyand municipalities in
particularrests in part on the finding that while mu-
nicipalities account for about half of all vehicle road
usage, these jurisdictions receive only about one-third
of State highway resources. Moreover, service level
needs are greater in turban areas. Due to their more in-
tensive use, urban highways must be of a distinctly
higher quality than rural facilitiesa factor further
complicated by the price differentials of construction,
maintenance, labor and ,access costs. As a result, it
costs three to five times as much to construct urban
streets as rural highways.

Some States have taken steps in recent years to in-
crease the share of State highway-user revenue going to
municipalities and this trend should be continued.
Thus, not only will States have to provide additional
funds to deal with the urban mass transportation prob-
lem (as called for in Recommendation 6), they will
also have to share more of their highway-user revenue
with their municipalities.

As people continue to concentrate in the areas sur-
rounding central cities, city streets must bear an ever-
growing traffic burden. Municipalities are faced with
increasing construction and maintenance costs in order
to keep this traffic flowingcosts which have not gen-
erally been taken into account in formulas under
which highway-user funds are allocated. To correct this
imbalance between rural and urban highway aid, alloca-
tion fomulas should reflect actual needs as measured
by such factors as service level needs, population, com-
muter patterns, and accident rates.

Undoubtedly, much of the "skewing" of State aid
in favor of rural areas stemmed from a desire to
"equalize" rural-urban living standards and resources.
Prior to World War 11 at least, cities were considered

the centers of affluence, and most rural areas were
characterized by a paucity of taxable resources. State
legislative policymakers, therefore, refused to accept
usage as the sole criterion for the allocation of State
highway aid money.

Thus, this recommendation makes explicit the need
for both program and fiscal equalization. Only in this
way can the legitimate needs of both the rural and
urban interests be reconciled.

Recommendation No. 8Amendment of State
Cons t it ut ion al and Statutory Anti-
Diversion Provisions

The Commission recommends that State constitu-
tional and statutory provisions as to the use of State
highway.ueer revenue bo amended to allow localities,
particularly in the WV, urban areas, flexibility to
apply such funds to broad transportetion uses In order
that they may achieve a balance between highways and
other modes of transportation.

Twenty-eight States now have so-called "anti-diver-
sion" provisions in their constitutions requiring that all
or part of their highway-user taxes be earmarked for
highway purposes only. Most of the remaining States
provide for such earmarking by statute. Earmarking
provisions may have been appropriate in the early
years of development of the nation's highway system
when there was an urgent need to facilitate the use of
the automobile. Without doubt these provisions con-
tributed to .the development of the nation's rust-rate
highway system.

Transportation needs, however, have changed. The
specter of clogged city streets fed by multi-lane high-
ways is commonplace. Goods and people no longer
flow easily along the city streets and an urgent need
exists to supplement highways with mass transporta-
tion facilities in many metropolitan areas. In most of
the very largest urban areasthe 30 metropolitan areas
with over a million populationconstruction, expan-
sion and improvement of rail transit is required. In
most smaller communities, acquisition or moderniza-
tion and expansion of bus systems may be the pre-
ferred approach. Development of these mass transpor-
tation systems of differing types will undoubtedly
necessitate a large-scale infusion of funds by all govern-
mental levelslocal, State, and Federal.

There is general agreement on the proposition that
it is essential for highway and mass transportation
facilities in the cities and their environs to be
coordinated. Transportation planning must take into
account not only the means of getting people into the
cities,,but the means of moving them once they arrive
there. It must also take account of the potential
displacement of dwellings and the effects of street and
highway work on the physical appearance of the city.

Transportation is no longer simply a matter of
highway construction. The Federal Government
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recognized this when it established the Department of
Transportation and rnore recently with the transfer to
it of the Mass Transportation Program from the Depart-
ment of Housing and Urban Development.' Eight States
have taken similar action. All but the least urbanized
States must recognize the need for balanced urban trans-
portation. A beginning can be made by repealing anti-
diversion amendments, thus malemg possible the deploy-
ment of highway-user funds to urban mass transit
problems.

The chief argument in favor of earmarking highway
funds is that these taxes should be applied to facilities
that benefit those who pay the leviesthe highway
users. Indeed, motor vehicle taxes and user charges are
classic examples of the "benefits-derived" theory of
taxation. Nonetheless as actually employed, the ear-
marking of such funds has ignored the interdepen-
dencies among various types of transportation. The
axial costs of traffic congestion and the sheer waste of
time involved may best be alleviated by mass transpor-
tationa result that would also benefit those who con-
tinue to use their automobiles. Accordingly, this rec-
ommendation calls for a recognition of such interde-
pendencies by broadening the purposes to which high-
way-user funds may be allocatedpermitting their use
for transportation planning and for mass transit in
urban areas, as well as for streets and highways.

Some argue that broadening the uses of highway
funds to include mass transit should be weighed against
fuller exploitation of user charges. Conceivably, user
charges could be devised to adequately reflect all
costsincluding socialimposed by highway users. The
critical point, however, is recognition of these inter-
dependencies. These two approaches need not be con-
sidered on an "either-or" basis but rather as comple-
ments. While broader use of highway funds seems more
practical than a "pricing-out" of congestion costs, a
more imaginative application of user charges to reflect
all relevant costs may also contribute toward better
transportation systems.

General Legislative and
Administrative Policy Imes

Recommendation No. 9Organizational Req-
uisites for an Effective State ocal Fiscal
System

In order to create a policy environment conducive
to the developmem of an effective Statrlocal fiscal
partnership, the Commission recommends that each
State undertake to: 111 codify all State aid planx
(2) review end evduate periodically all State aid po-
groms in terms of their cepacity to meet fiscal, admin-
illative, and propam objectives; (3) develop in con-
junction with the planning and budget officials en in-
formation system wids respect to local fiscal needs end
smarm and (4) evaluate all Federal aid pogroms in
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terms of their compatibility to State aid objectives and
their fiscal and administrative Impect on State and
local programs

Largely in response to recurring local fiscs1 crises, the
demands of property owners for tax relief and a prolifer-
ating variety of Federal financial incentives, States have
constructed their aid systems in bits and pieces. This
recommendation to systematize State-local fiscal rela-
tions and to make organizational provision for such a
systematic approach specifically calls for an ongoing
concern for the well being of our intergovernmental fis-
cal system. It vests in the State government a distinct
responsibility for marshalling the necessary data and iso-
lating the key issues for legislative and executive resolu-
tion.

In some States the Office of Local Affairs appears to
stand out as the logical candidate for this task of devel-
oping a "systems" approach to State aid to local govern-
ments. In other States it may be appropriate to assign
this responsibility, or parts of it, to a specially desig-
nated unit in the Office of the State Budget Director,
the Finance Director, or the State Planning Office. Or,
the legislature may prefer to retain this responsibility
itself by assigning it to a joint legislative committee. Its
location in the State government is, of course, a second-
ary issue. The critical need is for State policymakers to
recognize that the time has come to fac responsibility for
assembling the various State and local fiscal pieces and
fitting them together.

The urgency of this need is becoming increasingly
apparent. State and Federal aid dollars should operate
systematically to strengthen local responsibility for
public services while at the same time providing for an
equitable distribution of public cost burdens and bene-
fits. Identification of and planning for future needs de-
pends upon intelligent forecasting of overall economic
and social trends. It is essential that grant programs be
responsive to these trends. The State's planning capa-
bility will depend in large part on its ability to utilize
data for measuring not only program performance at the
State level, but also comparative performance levels of
individual units of local government. A comprehensive
State-local information system stands out as a requisite
administrative tool for evaluating the effectiveness of
State aid (including Federal funds) to local governments.

'It should be noted that the principle of a balanced
transportation system has been enacted into Federal law on two
recent occasions: in the Highway Act of 1962 which called for a
continuous comprehenshe transportation planning process in the
metropolitan areas (23 USCA 134); and in the
Intergovernmental Cooperation Act of 1 968 which cites as one
of the objectives for the sound and orderly development of both
urban and rural areas "balanced transportation systems,
including highway, air, water, pedestrian, MAU transit, and other
modes for the movement of people and goods" jP.L. 90.577,
Sec. 401(a) (3)1, Yet, the U.S. Code still contains a provision,
harking back to 1934, which enunciates in no uncertain temis
the principle that highway-tiler taxes mud be applied to
highways only 123 USCA 126(a)the 'So-called Hayden-
Cartwright antl-divenion amendment].
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The information system should be designed to provide
State policymakers with pertinent data relating to pro-
gram needs and results, local fiscal capacity and tax ef-
fort, fiscal viability of local governments, grant con-
solidation potential, and other comparable data.

The point must be emphasized that these State func-
tions should encompass the examination of all Federal
aid programs, those that bypass the States as well as
Federal assistance programs that have no direct tie-in
with the local government structure. Only by taking this
broad approach is it possible to evaluate compre-
hensively the fiscal, administrative, and program impact
of various Federal assistance programs on the State-local
struc ture.

By the same token, State policymakers must evaluate
not only the fiscal but also the administrative and pro-
gram aspects of the State's aid programs to local govern-
ments and school districts. The massive school aid pro-
gram must be evaluated not merely in terms of its fiscal
objectivesequalization, stimulation, and financial
supportbut also in terms of educational outcomes. In-
creasingly, State legislative bodies will be demanding
evidence that State aid dollars are improving the quality
of educational offerings as well as reducing the pressurc
on the local property taxpayers. The same necessity ex-
ists for highway programs and for the increasing State
aids to urban development. All of these must be viewed
in both program and fiscal terms.

The State agency or agencies carrying out these func-
tions of central management, especially if "profession-
alized," could conceivably have a certain negative

valueit would be more difficult to ram through mis-
chievous State aid policies. For example, there would be
less likelthood that a State would embark on a plan to
share its personal income tax with local governments on
the basis of the taxpayer's residence. It would be quickly
pointed outwith the proper price tags attachedthat
such a proposal would magnify inter-local fiscal dis-
parities and legislators and others from the poorer juris-
dictions would have an opportunity to voice their objec-
tions. In other words, the central management functions
proposed here would help ensure the viewing of all
relevant sides of a State-local fiscal issue prior to final
action by the Governor and the legislature.

Recommendation No. 10Criteria for Assessing
Local Government Viability

In order to avoid bolstering ineffective local units of
government with State aid and to move toward a mote
orderly system of local governMent strUcture, the Com-
mission recommends that' States enait legidation'seteing
forth specific criteria for mewing the political and eco-
nomic viability of their local governmentsspeciel dis-
tricts and schoOl districts as well es units of general gov-
ernment=such criteria including but not being limited to
(a) measures of fiscal capacity to raise revenues'ade-
Wifely sod equitably; (b) measures of economic mix-

ture such as minimum or maximum proportions of reW-
dential, industrial or other tax base components;
Ic) measures of minimum population end geographic size
sufficient to provide an adequate level of service at
reasonable cost; and (d) other appropriate measures de-
signed to reconcile competing needs for political ac-
countability and community cohesiveness on the one
hand with those for variety and reasonable balance in
economic and social composition on the other.

Critics of State aid policies have frequently claimed
that these assistance programs tend to perpetuate local
governments that are not capable of providing public
services in an efficient manner. The need for developing
criteria of local government viability becomes even more
apparent considering the urgent demands currently faced
by the State sector. Moreover, as the ultimate source of
power and authority for local government, States have
the responsibility to ensure that the cost and benefits of
local government are distributed equitably across the
body politic.

Concern with the appearance in recent years of a set
of lopsided communities in metropolitan areas displacing
economically and socially balanced communities led this
Commission in 1967 to recommend that each State es-
tablish an agency empowered to force the dissolution of
"nonviable" jurisdictions.s In making this recommenda-
tion a number of factors to be considered in evaluating
viability were pointed up:

Local governments should have broad enough juris-
diction to cope adequately with the forces that create
the problems which the citizens expect them to handle;

Local governments should be able to raise adequate
revenues and do it equitably;

There should be flexibility to adjust governmental
boundaries;

Local government areas should be adequate to
permit them to take advantage of the economies of
scale; and

Local governments should be accessible to and con-
trollable by the people.
The specific criteria to be applied will depend upon the
particular situation in each State and the kinds of meas-
ures that can be developed. The following are offered for
consideration.

Community self containment. A local unit of govern-
ment should possess a reasonable degree of self contain-
ment, as indicated by a combination of historical, geo-
graphic, economic and sociological characteristics, such
that some sense of community already exists and shows
promise not only of continuation but hopefully of
further development.

Finding a measure to implement this criterion pre-
sents difficulties but at least one can be suggested. From
the Decennial Population Census it is possible to estab-
lish for municipalities a normative relationship between
the working population and the residential population in
the community. Preliminary investigation of 1960 Cen-
sus data for major metropolitan areas shows that on the
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average, about half the resident work force of satellite
cities of 50,000 plus travels elsewhere to work, while
about half the persons employed in such cities travel in
from a residence outside. In localities where such in- and
out-commuting makes up the bulk of all employment
the community would receive low marks on the "self-
con t ainment" criterion.

Community balance. A local unit of government
should allow the inclusion of diverse interests within its
boundaries so as to achieve a reasonable balance and
should give promise of remaining so in the foreseeable
future. The distribution of individuals and families by
income level provides one basis for judging the balance
among interest groups in a local governmental unit. An
outstanding characteristic of the urban complex is its
agglomeration of political units in which individuals and
family units have essentially similar educational, sociol-
ogical, and economic characteristics"birds of a feather
flocking together." The Commission has described the
impact of this breakdown of balance in its reports on
Metropolitan Social and Economic Disparities and
Metropolitan Fiscal Disparities. Income distribution data
are available from the Decennial Census of Population.
Jurisdictions with distributions at wide variance from
that found in the county or region as a whole are un-
likely to be responsive to the diverse interests in the
wider community of which they are a part.

In Number 10 of the Federalist Papers James Madison
argued in favor of a community that is sufficiently large
to enable the inclusion of a wide variety and number of
interests. The size of the community is a measure of
safety against domination by any particular group. In
the large community, majorities can be produced only
by compromise and accommodation among a variety of
groups. This "Madison thesis" needs to be borne in mind
in the assessment of the viability of communities.

Fiscal capacity. Every locality should possess an ade-
quate tax base, thereby reducing and simplifying the
task of the State in evening out local fiscal disparities.

Measures of both fiscal adequacy and inadequacy are
necessary here because jurisdictions that possess either
an abundance or paucity of local tax resources fail to
fulfill the spirit of this criterion. Rich industrial or resi-
dential enclaves that skim the cream off the local re-
source base can contribute as much as poorly endowed
jurisdictions to the necessity for and complexity of State
equalization aid requirements.

States already have or can readily, develop property
assessment information which would permit judgments
,to be made on the financial adequacy of local units. For
example, assessment records could be analyzed to devel-
op for the State as a whole, or on a regional or county
basis, the relationship one might expect to find between
residential and commercial and industrial property. Sig-
nificant deviation from,the "norm" would then indicate
a fiscally unbalanced community. It might well be
argued, for example, that in a "balanced" community
the residential component should comprise somewhere
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between 40 and 60 percent of the total local tax base.
Thus, wide deviations from this norm would become a
matter of concern. It would reveal, for example, the
presence of an industrial enclave or bedroom commu-
nity.

Performance sword Every locality should be so con-
stituted as to perform public services with reasonable
efficiencythat is, be able to take advantage of econ-
omies of scale, specialization of labor, and the applica-
tion of modern technology.

Because of their heavy fmancial involvement in edu-
cation some States have shown no hesitancy in pushing
localities toward public school systems of sufficient size
to promote the use of modern facilities and equipment
and specialized instructional and auxiliary personnel.
Nationally this has had a dramatic effect, for the last
quarter of a century has seen a reduction in the number
of independent school districts from over 100,000 to
about 22,000. Still there remain a half dozen States with
more than 1,000 school districts each and another ten
States are divided into 500 to 1,000 school districts
each. Some of those 16 States have made peat strides
during the past five years in consolidating small school
districts into viable units. This trend is to be

applaudedas is continued State effort along such lines.
For units of general government, this kind of thrust

from the State for efficiency has been largely lacking. In
both urban and rural settings, there remain incorporated
entitiestownships and villagesso small and so weakly
organized that they do not need the services of even one
full-time employee. The ability to employ a minimum
number of full-time employees sufficient to provide an
adequate level of service is a reasonable viability crite-
rion. Local government employment and payroll data
are published by the Bureau of the Census.

Particularly discouraging has been the proliferation of
special districts, mainly of the single-function vaziety,
over the past 25 yearsfrom about 8,000 in 1942 to
some 21,000 in 1967. Many of these districts were estab-
lished expressly to evade constitutional and statutory
debt or tax limits with little or no public control or
political responsiveness. Many perform functions that
duplicate activities of general units of government or
that could be performed more effectively by municipal
or county governments. In an earlier report this Commis-
sion took a position favoring general units of govern-
ment over special districts.' We reiterate that stand and
again urge the States to take a hard look at their special
districts with a view to restraining their formation and
continuance.

There is considerable interplay among the listed
measures and no single criterion may be adequate to the
task of determining viability. There are, in addition,
other factorssuch as geographic area and 'population
sizethat could be developed into viability criteria by a
legislature.

Whatever the criteria, it seems evident that
distinctions would necessarily need to be drawn on the
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basis of the type of governmental unit. Criteria
applicable to county units are not likely to be suited for
application to incorporated units. Cities may need to be
distinguished from other incorporated units such as vil-
lages and towns. And, as noted, special rules have to be
applied to school districts and special districts.

The need for establishing viability criteria for local
units of government was effectively articulated by the
Ontario Committee on Taxation.

Local autonomy has ever been a cornerstone of
municipal institutions in this province. We con-
sider ourselves second to none in our espousal of
this principle, which has served so long and so well
in promoting democratic values within a frame-
work of decentralization. But if local autonomy is
to remain a reality, the institutions it fosters must
be worthy of its challenge. Local autonomy, pre-
cisely because it stresses the importance of strong
municipal institutions, is nor a haven for munici-
palities and school boards so small and weakly or-
ganized that they cannot discharge their functions
in acceptable fashion. Again local autonomy,
which is a bastion of responsive and responsible
government, cannot condone the multiplication of
ad hoc special service authorities removed from
the immediate arena of the political process.'

This Commission is fully aware of the inherent diffi-
culty of reconciling the competing needs for account-
ability and community cohesiveness on the one hand
and those that call for a jurisdiction large enough to
embrace a' wide variety of social and economic group-
ings. The clustering together of millions of persons with-
in a number of our metropolitan regions necessitates re-
thinking many of our institutional and public adminis-
tration dogmas. The Commission has attempted to rec-
oncile these competing forces by urging greater attention
to the need for community cohesiveness with its recom-
mendation for the creation of neighborhood subunits of
government (Fiscal Balance in the American Federal
System). In the very same report, the Commission noted
the imperatiie need for expanding the local fiscal base
with its recommendation for resort to a metropolitan-
wide school taxing district when interlocal disparities in
school financing reach extreme dimensions.

In summary, the Commission emphasizes that this en-
tire problem of local government viability must be faced
and kept continually in mind by Governors and State
legislative leaders as new State-local fiscal programs are
I.:onceived and implemented. A lack of resolution at the
beginning becomes increasingly hard to rectify as the
program matures and each passing year "sets the con-
crete" even harder.

Recommendation No. 11State Standards for
Categorical Grant-in-Aid Programs

The Commission recommends that in enacting or
modifying functional grant-id legislation, States in-

ckido not only fiscal standards such as those establishing
accounting, auditing and financial reporting procedures;
but also, to the maximum extent predicable, perform-
ance standards such as minimum service levels, client
eligibility, and where appropriate, sildelines for citizen
participation such as the holding of public hearings.

The States were turning over to their local govern-
ments almost $20 billion in fiscal 1967 to help provide a
variety of services and the total is probably approaching
$25 billion now. On the average, this represents over
one-third of State spending and in some States, aid to
local governments runs to 40 and 50 percent of the State
budget. A major thrust of the Commission's recom-
mendations in this and preceding reports is in the direc-
tion of still more State financial involvement in local
government problems.

The reasons for recommending an enlarged State role
go beyond the fact that States have better access to tax
resources than do local governments. It is our firm con-
viction that only through massive State involvement can
all citizens in a State, regardless of their geographic loca-
tion, be provided with the quality of public services to
which they are entitled and only by marshalling the reg-
ulatory and other police powers of the State can the
crisis in the cities be confronted.

We stress the need for both fiscal and program per-
formance standards. lust as the States are required to
account to the public as to their stewardship of public
funds by setting up accounting, auditing and reporting
procedures, so should they require a similar accounting
from the local governments to which they entrust State
funds. But, just as important, the States need to make
sure that funds are being put to the program uses for
which they are intended, that the aided services arc pro-
vided at the intended level of quality, and that accept-
able operating procedures are applied.

Establishment of specific performance standards in
functional grant-in-aid legislat ion serves a number of pur-
poses. Performance standards are needed by local pro-
gram administrators as a basis for establishing procedures
to carry out the program in accordance with the intent
of State policymakers. By the same token, those charged
at the State level with reviewing and evaluating grant
programs (as called for in Recommendation No.9) need
standar& in order to measure results against intended
goals.

The specific nature of the standards to be included in
grant legislation will, of course, depend upon the pro-
gram itself. Minimum service level standar& in the edu-
cation area have been well developedpupil-teacher
ratios, teacher certification requirements, length 'of
school year, and. the like. For welfare programs, stand-
ar& are used as to personnel administration on a merit
basis, client eligibility standards and client need meas-
ures, among others. As States move into new urban de-
velopment programs, many of which can have ar. impact
on entire neighborhoods, it will be neceic.7y to spell out
some of the benchmarks for citizen participation, in-
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eluding the holding of public hearings, before programs
are actually initiated or projects undertaken.*

Increasingly, however, the traditional "input" stand-
ards for measuring program performance will be supple-
mented by "output" criteria. In the field of education,
State legislators will place more weight on student
achievement tests and perhaps less emphasis on pupil-
teacher ratio measures. Moreover, in the field of welfare,
more attention will be directed to measuring the success
of local efforts to help individuals and families regain
self-sufficiency.

Federal grant-in-aid programs, most of which channel
funds through the States, generally include performance
standards to insure that their purposes are carried out in
accordance with legislative intent. State standards for
related programs should, of course, be compatible with
those of the Federal Government.

The growing public support for "revenue sharing" can
be traced in no small part to the fact that the Federal
Government in particular has tended to err on the side
of specificity of standards. There is always the inherent
danger then that those who defme categorical aid pro-
grams will tend to underestimate the ability of local
policymakers to discharge their responsibilities efficient-
ly. It must be conceded that virtually every attempt on
the part of State legislators to wring the maximum
amount of benefit from each State aid dollar represents
a diminution of local control over the allocation of re-
sources. Therefore, in charting the policy for categorical
aid programs, State legislators must steer a middle course
between extreme specificity on the one hand and an
extremely permissive policy on the other.

Recommendation No. 12Confornumce of
State Aid Programs to Comprehensive and
Functional Planning Objectives

In order to maximize the effectiveness of State grant-
in-aid programs and to enure that such programs will
promote statewide economic, social and urban develop-
ment objectives, the Commission reosmmends the adop-
tion of and inclusion in such programs of appropriate
requirements for conformance of aided facilities and ac-
tivities to local, regional, and statewide plans.

Generally. State grant.in-sid legislation should (a) use
a common definition of comprehensive plans, incorpo-
rating the neansary human resource, economic and
physical development components; (b) require that there
be local functionel plans to which =jot State aided
Prniscts and PM Vann can ba related; lc) provide for the
proper relationthip of functional and comprehensive

*Not all programs, or course, require citizen participation in
their Implementation. Some State aid merely assists localities to
carry out their ministerial duties However, provision for citizen
participation is essential for programs that have a direct Impact
on all or particular classes or cittrensior example, utban
redevelopment; mass transit; location and relocation or
highways
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plans and planning for various geographic areas and
specify a review procedure; and (d) provide that required
plans use a common data base.

States should make sure that local programs and proj-
ects aided by State dollars conform to State and area-
wide planning objectives. It should be noted that the
Federal Government already has planning conformance
requirements for highways, urban renewal, open space
and recreation land, and hospitals. In addition, the Fed-
eral Government requires the review by a metropolitan
planning agency of all local applications fly. Federal
assistance for most major public facility grants in metro-
politan areas.

Obviously, Federal and State planning requirements
should not conflict, and compatible defmitions of plans
and planning jurisdictions should be used. In this con-
nection, the Commission urged standardization and con-
solidation of Federal aid planning requirements in its
report, Fiscal Balance in the American Federal System.

To help assure that State financial assistance to local
governments will contribute to statewide and area goals,
produce programs and projects which complement one
another, further developmental and urbanization goals
of the State, and avoid overlap and duplication, a reason-
able set of planning and review requirements should be
incorporated in State aid legislation. There are very few
State initiated planning and coordination provisions
presently incorporated in such legislation.

As they enter an era of expanded aid to local govern-
ments and assume increasing responsibilities for channel-
ing Federal aid, the States are presented with an un-
paralleled opportunity to establish systematic proce-
dures for relating programs to one another and to overall
State, regional, and metropolitan objectives. This can be
done through general legislation tying regional and local
planning and coordination into a statewide system. The
States, exercising their constitutional responsibility, de-
termine the general outline and many details for the
specific structure and direction of urban growth. They
must supply the guidance for local, metropolitan, and
multi-county planning and development programs. The
linkage must be established between relatively' detailed
local land use and human resource planning efforts on
the one hand, and broader regional and national objec-
tives on the other.

For State planning and urbanization policy to be-
come fully effective there also must be a linkage with
multi-county and metropolitan area plans and with local
plans and development measures having an impact out-
side the borders of the local government. A review and
comment approach to local actions should be authorized
and conformance to official plans and planning should
be required. With these provisions, State policies can
provide the guidance and direction necessary for
realization of urban growth objectives.

To establish the necessary relationships, State grant-
in-aid legislation should clearly specify the level of com-
prehensive and functional plans with which conformance
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will be required. This will serve to avoid gaps,
duplication, and overlappingthat is to assure the
existence of a hierarchy of comprehensive and
functional plans of increasing specificity. Statutory
language should require each aided facility or program to
conform to the functional plan promulgated by the
recipient jurisdictions, or if there is no such plan in exist-
ence, to the functional plan promulgated by the next
"higher" and larger governmental unit. Thus if a city has
no plan and the county in which it is located does, the
plan of the county would govern. Such functional plans
should be required to conform to the relevant compre-
hensive plan at the appropriate level which, in turn,
should conform to comprehensive plans at the next
level.

Most States are large enough and contain enough
economic, physical, and social diversity within their
borders to necessitate some kind of regional planning
organization. In some cases this may prove necessary
only in metropolitan areas. However, States increasingly
are finding it expedient to establish regional
organizations for planning and development purposes.
When such regional organizations assume responsibility
for developing comprehensive plans to which local plans
within their borders must conform, it is essential that a
clear delineation of district borders be established. Only
through this means will it be possible to identify the
official comprehensive plan to which conformance is
required. This will not only avoid the development of
overlapping and conflicting comprehensive planning
jurisdictions in the State, it can also eliminate the
present confusion in the administration of Federal
programs.

At the present time a district with one set of

geographical boundaries may have the responsibility for
areawide review of grants for Federal aid, another
areawide planning agency with different borders may be
receiving "Section 701" planning assistance from the
Federal Government, and a third areawide planning
agency with a still dfferent geographic area may be the
areawide planning organization to whose comprehensive
plans various public facilities must conform to receive
Federal aid. It is up to the States to take the initiative to
eliminate this jurisdictional confusion both for their own
State and local programs, and for the Federal programs.

Admittedly, requiting local plans to conform to
regional, State and Federal planning objectives has a
deimite "centralist" thnist. To put the issue more
bluntly, a price must be paid for more orderly urban
development. This price is reflected in the length of time
required to secure from officials at higher levels the
necessary approval for local plans, the real expense in
terms of local personnel effort consumed in developing
and clearing their plans, and that real but intangible
factorthe diminution of local autonomy. Moreover, the
"pioneers" in planning conformancethe Federal
policymakershave thus far clearly demonstrated an
inability to avoid conflicting and extremely complex
planning conformance requirements.

Thus, as in the case of performance standards for
categorical aids, State policymalcers will have to steer a
middle course between extreme specificity and a "law of
the jungle" approach. Hopefully, States may develop
planning conformance guides that wive not only their
own interests but also become a model for emulation by
the Federal Government. This is consonant with the
visions held by the founders of the Republic of the
States as "political laboratories" for the nation.

Footnotes

U.S. Department of Transportation,1968 National Highway
Needs Survey (U.S. Government Printing Office, Washington:
1948) p. 46. '

p. 48.
3AC1R, Intergovernmental Responsibility for Mass Transpor-

tation Facilities In Metropolitan Areas (A.4), April 1961.
4 p. 50.

5 ACM, Fiscal Balance In the American Federal System, Vol.
2, "Metropolitan Fiscal Disparities" (A.32), October 1967, p.
14.

A CIR, The Problem of Special Districts in American Govern-
ment (A-22), May 1964, '

7The Ontario Committee on Taxation, VoL Ii, The Local
Revenue System, 1967, p. 550.
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Chapter III

Financing Local Schools
A State Responsibility

It is not enough to have the finest school sys-
tem in the country if the adjoining district hu one
of the worst. Ultimately the product of the weak
district will dilute the prosperity of the more for-
tunate products of the excellent system. Correct-
ing this kind of damaging inequity requires State
action.'

Equality of educational opportunity represents one
of the continuing challenges of our society. Although
this responsibility rests ultimately with the States, most
States have delegated it to local school authorities, The
ability of local school boards to rise to the challenge
depends largely upon the State-local educational fi-
nancing arrangement. Without the requisite fiscal en-
vironment, the larger public goal is unattainable.

THE EDUCATIONAL OUTLOOK

Pupil Enrollments, Tear-hen and Costs

School fmance until reeently represented a crisis
brought on by rising enrollment. In the 1955-65 decade,
pupil enrollment climbed at the rate of three to four
percent year alter year (table 4). This stemmed from
both the growth in school age population and a marked
increase in the percentage enrolled in schools, particular-
ly for the five year-old age group and the 16 and 17
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year-olds, In 1947 just over half (53.4 percent) of the
five year olds were enrolled in school (including kinder-
garten); by 1966, this percentage had grown to 72.8
percent. At the other end of the public school age group,
67.6 percent of the 16 and 17 year-olds were enrolled in
school in 1947; by 1966 this percentage had grown to
88.5 percent. Thus, the sChools succeeded in retaining
the older ages and at the same time expanded their pro-
grams for the young.2

Although enrollment will tend upward in the near
future, a peak is now in sight. The long-term decline in
the U.S. birth rate started to show in school enrollments
for the 1963-64 school year. Annual increments &ince
then have tended downward and by the end of this
decade school enrollment will have passed its peak
about 45 million students.

On a State-by-State basis the enrollment picture will
vary. A few States like California, Florida and Arizona
will continue to experience population increases and en-
rollment growth. Other States can look forward to de-
clines, although individual school districts within a State
will find enrollments changing with their economic cir-
cumstances and the movement of population.

In response to the rise in enrollment during the
1950's and early 1960's the number of public school
teachers shot upward. The total will push beyond the
two million mark by the end of this decade (table 5).
Thus, instructional costs which now absorb the bulk
about 56%of public school spending can be expected
to rise.

Recently teacher organizations have demonstrated in-
creased militancy in their salary demandsa situation
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that can be traced in part to a large influx of men into
the teaching prolcuion. In 1949-50, only one in every
five teachers was male; by 1963-64, male teachers con-
stituted slightly more than one-third of the teacher pop-
ulation.

Recent teacher strikes may manifest a natural desire
by male teachers for wages commensurate with the costs
of raising a family. Twenty years ago the average annual
salary of the instructional staff in public schools just
about matched average earnings of full-time employees
in all industries. In the course of two decades, however,
average annual earnings of public school instructional
personnel have forged ahead of other employees. The
1966-67 amounts stood at an estimated $7,110 for in-
structional staff and $6,050 for all full-time employees.

Along with the rise in school enrollments, the cost of
auxiliary personnel and other school services has grown.
For example, in the 1956-66 decade the average cost of
busing pupils to public schools went from $36.51 to
$4.30 per pupil. Over this same period, the percentage
of total enrollments transported increased from 35 to 40
percen t.

Although prospective enrollment declines offer some
promise f3r a leveling off in public school expenditures,
the rise in the general price level, a continuing push for
higher teacher salaries and the general desire for "qual-
ity" education will likely move public school spending
to higher levels. New and expanded services, especially
for the preschool and kindergarten set stand out as likely
developments that will further propel education expend-
itures upward. To illustrate, the 1968 special session of
the Florida legislature mandated 13 consecutive years of
instruction, beginning with kindergarten for all children
by 1973. Thus, the pressure exerted by education costs
on State and local fiscal resources shows no sign of
abating.

Current Financial Magnitudes*

Education is one of the nation's growth industries
nourishing in turn an increasingly technological society.
In relation to gross national product (GNP), the overall
measure of goods and services produced, total education
expenditures presently account for well over six percent.

68-412 0-71---pt 16D-3-12

Two decades earlier, education laid claim to an amount
equivalent to only three percent of GNP.

At the State and local level, schools have a claim in
general expenditures akin to that of national defense on
the Federal budget. Over the past ten years, character-
ized as they were by significant economic expansion,
State and local school revenues from own sources have
not only kept up with the advance in personal income
they actually exceeded it by nearly 50 percent for the
nation as a whole (figure 5 and table A-6)." For no less
than 21 States, even more dramatic increases than the
national average were registered. Close to 30 cents of
every dollar currently spent by State and local govern-
ments goes to local schools, with total school spending
in 1967 just over $28 billion*** (table 6). Moreover,
durini; the past 20 years, public school expenditures (in-
cluding capital outlays) rose from slightly more than 2
percent of GNP in 1949 to about 4 percent in 1967.
Spending for current school purposesthat is, excluding
capital outlaysalso outstripped the rise in GNP; on a
per pupil basis, current expenditures rose at approxi-
mately the same rate during the last 20 years as GNP
(see table 7).

State aid for local schools, including the Federal aid
channeled through the State, burst over the $10 billion
mark in 1966 and reached almost $12 billion in 1967.
As a percent of State and local general expenditures for
all purposes, State education aid now exceeds 12 per-

*In accounting for school finances the researcher has access
to two sets of books. One act Is maintained by the school sys-
tems themselvea and summarized in reports of tho Office of
Education. This set contains the amounts as seen In the eyes of
public school officials. Thc other let is maintained by the col-
lecting and disbursing officials of the units of government and
summarized in reposu of the Census of Govemments. The dollar
amounts in each set, for apparently similar items, ere.not always
easily reconciled. School officials tend to work with figures
based on school years, governors and legislators and the Bureau
of the Census work with figures bLsed on fiscal MIL The reader
must exercise caution when looking at the tables that follow to
consider the perspective within which the data originate.

Appendix tables appear at cnd of each chapter.
"Census data; on a somewhat different basis, the National

Education Association estimates school spending for thc
1968-69 school , car at 834.7 billion.

le6.1
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cent; as a percent of local school expenditures, It ex-
ceeds 40 percent and gives every sign of heading further
upward.

Estimated school expenditures by source of funds
also demonstrate clearly the growing significance of Fed-

FIGURE 6

FEDERAL AND STATE PUBLIC SCHOOL AID ON
THE RISE
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eral and State aid. Federal support took a quantum
jump-both in absolute .amounts and in percentage
terms-with the 1965-66 school year (figure 6). Reflect-
ing in part thii fiscal transfusion, State education aid has
been growing in dollar amount and has even picked up
percentagewise in recent years. Indeed, the kical share of
of public school spending has trended downward in re-
cent years but still accounts for about 52 percent of all
public school support while the amount provided from
local sources continues to grow (see tables 8 and A-7).
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School Systems-Giants and Midgets

School districts in most States are independent units
of government-Maryland, North Carolina, Virginia, and
Hawaii represent organizational- 'excalj9.131.: In these
States, school systems are dependencies of general
governments. In Hawaii, the general government is the
State itself; in Maryland, the counties and Baltimore
City; in Virginia and North Carolina, county and city
governments. In all, about half the States have one or
more school systems dependent upon units of general
government but these dependent school systems number
only 1,608, almost half of which are in the New England
States.

Extreme fragrnentation still characterizes school dis-
trict organization in many States despite consolidations
and reorganizations that have drastically reduced the



e;'

8459

number of separate school systemsfrom over 100,000
in 1942 to 23,390 in 1967. Nebraska, Illinois, South
Dakota, Minnesota, Texas, and California .ue divided in-
to more than 1,000 independent school districts. Michi-
gan, New York, Miuouri and Oklahoma each contain
more than 800 independent districts while New Jersey,
Pennsylvania, Ohio, Wisconsin, North Dakota, and Mon-
tana each contain more than 500 (table 4-8).

School district organization in most States practically
assures conflicting alliances and loyalties for the citizen.
With so many systems, enrollment size varies greatly,
with the bulk of pupils enrolled in the relatively few
large systems in each State. Out of a total of 23,390
school systems, fewer than 900 (with average enrollment
exceeding 6,000 pupils) account for 58 percent of the
total pupils enrolled.

The more disconcerting aspect of school district or-
ganization from an intergovernmental viewpoint is that,
with the exception of a few States, school district
boundaries cut across boundaries of other local govern-
ments. Thus, as a unit of local government, the school
dbtrict often posseues geographic autonomy as well as
political and fiscal independence, setting off a competi-
tion with other govemmental units for the same local
tax dollors. Calling for greater realization of this com-
petitive interdependence, a Colorado legislator
lamented:

... Right now the school teachers and educa-
tors of the State are launching a massive political
effort to secure greater sources of financing the
public schools, and most of them, there are excep-
tions, but most of them don't have the first idea
that what they're doing hu a direct and crucial
relationship to the fmancing of local government
and state government?

For educational as well as economic reasons, there is
persistent concern in most States with school district
reorganization. Several States have dangled a fmancial
carrot to induce smaller districts to consolidate. By and
large these attempts have met with limited success.
Despite fmancial inducementa, the poor small district
usually remains a residual unwanted under voluntary re-
organization plans. One present viewpoint is that if con-
solidation is to proceed, it must be under State mandate.
John W. Gardner's list of recommendations for achieving
national goals in education specifically mentioned that
"States should pass laws making such reorganization
mandatory under the direction of the State Department
of Education."'

Operating efficiency stands out as the major argu-
ment for continued State efforts on school district reor-
ganization. Experts may disagree on the optimum size of
a school systemthough 2,000 is frequently mentioned
as a minimum requitement. There is general agreement,
however, that school districts with larger enrollments
can utilize personnel more effectively, provide a sounder

3 78
c

basis for school financing, and offer a fuller educational
experience.

THE SCHOOLS AND THE PROPERTY TAX

The steady rise in local property taxes for schools has
two intergovernmental ramifications. It means more in-
tensive use of a fiscally inferior revenue instrument. It
also portends difficult fmancial problems for other tax-
ing unitsparticularly large citiesas they seek to obtain
additional revenue from the property tax.

Property Tax Defickncks

Criticism of the property tax as the source of local
school support focuses on three deficiencies. First, it is
alleged that the tax is a poor measure of either ability to
pay or of benefits received. Wealth today is reckoned in
terms of the dollars rather than the property individuals
command. School support, it is argued, should therefore
come in larger amounts from income and sales taxes
which are better suited to State than to local govern.
ment use.

The second criticism of the property tax concerns the
inadequacy of its administration in many States. While
important gains in the quality of property tax assess-
ments have been made, it is also clear that much more
action along the lines outlined in this Comrnission's
1963 report is urgently needed.s Nationwide, the aver-
age overall level of realty amassment has risen only from
about 29 percent in 1961 to about 31 percent in 1966.
In a majority of States, at least half of the local assessing
areas covered in the latest Census still had a dispersion
index for one-family house assessments of over 20 per-
cent. The Census data also showed once more a marked
divergence in most parts of the country in the assess-
ment for various kinds of realty, usually including a
much lower assessment-sales ratio for vacant lots than
for improved urban property. Thus, there is still a long
way,to go to make the property taxnow yielding some
$31 billion a yeara more equitable revenue instrument
for governmental financing.

The third criticism leveled against the property tax is
that it results in tax overburdens on some individuals
and property owners, particularly the aged and low in-
come groups. Wisconsin and Minnesota have pioneered
in the use of an income tax credit-tax rebate, "circuit
breaker" technique to protect individuals and families
from extreme property tax burdens.'

On the other hand, virtues in the property tax are
claimed by many. First, it is a highly productive tax and
has been a mainstay of local government revenue for
generations. Second, it is a highly visible tax and pro-

*vides a direct linkage for many citizens between servkes
provided by local government on the one hand and the
cost of services on the other.
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"Municipal Overburden" and
other Revenue Constraints

Due to the greater need for police, fire, and other
"custodial-type" requirements, municipal pressure on
the local property tax is noticeably greater in the larger
central cities than in suburban areas. This "municipal
overburden" tends to reduce the amount of funds avail-
able to central city school districts from taxes on real
and personal property. For example, a study of school
rmancing in Pennsylvania revealed that only 30 percent
of local funds raised from taxation in Philadelphia and
Pittsburgh went to the school districts of these two large
cities, whereas 70 percent of the local funds in suburban
first class townships went to the public schools of these
areas.7 In New York's six large city school districts, 78
percent of the property tax is used for services other
that education compared to 48 percent for all local gov-
ernments excluding "Six Six" cities. This is not merely a
reflection of New York City's special problems. For the
other five large cities, which are not atypical, the figure
Is 66 percent.° Thus, even though taxable values tend to
be higher in the large cities, the effective property value
per pupil available for school taxes may be smaller than
in other jurisdictions.

Discriminatory State constraints. Access to local rev-
enue from property and other taxes is usually more
restricted in large city districts than in small ones; in
many States, a completely separate body of laws applies
solely to the large school districtsfrequently the one or
two largest in the State. In nine of the 14 largest city
school districts in Pennsylvania, for example, restrictions
on tax levies are more severe than those applicable to the
smaller districts. In some cities, local school boards have
virtually no authority to.control school revenue, and any
increase in property taxes requires approval by the State
legislature. In contrast, local school boards in smaller
districts within the same States have much greater lati-
tude in raising revenue without action by State legisla-
tures. Further, as States have tended to gloss over the
nonschool demands on the local property tax in their
school foundation distribution, it is not unusual for large
districts to end up with a much smaller share of total
revenues from nonlocal sources than is the case for
smaller districts. Witness, for example, the plight of
St. Louis under Missouri's school aid plan:

The current Missouri Foundation Program de-
veloped in an era when the cities were considered
affluent and privilegedwhen they were expected
to pour out resources to help other parts of Mis-
souri. That era is tragically gone. Our cities are
now in crying need of help and the cries can be
Ignored only at peril to the well-being of the entire
State.

The average State support per pupil in Missouri (ex-
cluding St. Louis) is now estimated at $213.86, whereas
the State support per St. Louis pupn is 5161.94or
$51.92 below that level. The national average of State
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support has been 40 cents or the school budget dollar,
and it will rise next year. The Missouri average is 33
cents; the Missouri support to St. Louis is 27 cents.°

Tax rate limitations. Rate restrictions on school use
of the property tax constitute a direct limitation con-
fronting the educators. Generally, current school ex-
penses must be met within a prescribed rate limit. Many
States provide that such limits may be exceeded subject
to varying majorities of voter approval. Debt issuances to
fmance capital outlay ty pically must be within limits
established by the law and receive voter approval.'°

fractional assessment contraints. In the competitive
struggle to capture the property tax dollar school offi-
cials have had to overcome indirect as well as direct
limitations to the property tax base." One such indirect
limitation relates to the effect of the assessment base on
school ,enues. Obviously, assessments at a fraction of
full s..;..e necessitate higher rates to produce a given
yield. While most State constitutions provide for assess-
ments at full value, this requirement is honored more in
the breach than In the observance. Even in those States
where an attempt has been made to legislate current
assessment practice into basic state law, assessments
typically fall below tne legal standard simply due to the
passage of time. Assessors cannot revalue all property
every year. Thus, even though an assessor may appraise
property at 25 percent of actual value, rising values
mean that within a short time the assessed value will
constitute less than 25 percent of full value.

The assessment level is uniquely important in the
many States that impose tax rate limits for schools or
other purposes. The most obvious illustrations of this are
suits instigated by persons seeking greater local spending
on schools. In a Kentucky .suit of this type, the court
mandated conformance to the statutory assessment
standard. The rulings in effect, tripled the property tax
revenue for schools because property on the average was
assessed at about one-third of its value.

Education: Now the Dominant Property
Tax Claimant

Despite the direct and indirect constraints on the use
of the property tax in most States, school officials have
succeeded in enlarging their claim on this revenue
source. While total local property tax revenue was rising
from $4.3 billion in 1942 to an estimated $31.5 billion
in 1969, the portion devoted to schools rose from about
one-third to slightly more than one-half (figure 7).
Schools have thus displaced brith cities and counties as
the major governmental recipient of property tax rev-
enue.

A second and more detailed measure of the increasing
percentage of gross property tax levies accounted for by
schools is available for selected States. Data in table 9
for Iowa, North Carolina, New York, Ohio, Oregon, and
West Virginia show that the property tax is increasingly
becoming a tax to support education.

17 9
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FIGURE 7
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INTERGOVERNMENTAL ASPECTS OF
PUBUC EDUCATION:

FEDERAL AND STATE PROGRAM
RESPONSES

Education and Benefit Spillover,

The little red schoolhouse stands as a symbol of the
close identification between local community and sup-
port for public education. Indeed, in no other area of
public activity are these ties so great. Yet it has long
been recognized that educating the country's youth is of

I So

more than local interest. Americans areand always have
beena mobile people. As a result, the educational
opportunities provided by one local community subse-
quently come to affect many different jurisdictions. This
factor has become increasingly critical in a technological
age.

Because of the growing mobility of the population
and the steady rise in educational cons, upper govern.
mental levels have come to play increasingly important
roles in fmancing elementary and secondary education.
State governments in particular have a long and well-
established responsibility. More recently, the Federal
Covernmentthrough the Elementary and Secondary
Education Act of I965assumed part of the fmancial
responsibility for provision of elementary and secondary
education albeit on a compensatory basis. Thus, while
local initiative and support remain paramount, the fi-
nancing of public education has becomesod will un.
doubtedly continue to beintergovernmental in scope
(table 10).
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Underpinning this outside financial support is the fact
that "benefit spillovers" are inherent in the provision of
public education, the single most important function
supported by State and local governments. As the term
implies, benefit spillovers arise from the interdependence
of contemporary societythat is, the quality of educa-
tion provided in one community ultimately affects resi-
dents of other localities. While it is helpful to distinguish
between private benefits, which relate to an individual,
and public benefits, which accrue to society as a whole,
it is necessary to recognize that both types become ex-
ternalthat is, spill overwhen they are received by in.
dividuals outside the jurisdiction providing the service.
Thus benefit spillovers accrue to others than the student,
but relate only to those "others" who reside outside the
locality providing the public service.

With specific regard to public education, there are
three sources of external benefits. Perhaps most basic of
alland one that pemdes the entire nationis that a
thmocratic political system relies on a well-educated
public for its continued existence. Moreover, education
leads to both greater knowledge and skills for an individ-
ual and via migration these become geographically
diffused. Approximately 20 percent of our population
changes residence each year and while many such moves
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are accomplished within a particular jurisdiction, an im-
portant part undoubtedly takes place across local and
State lines. As a result of migration then, the effects of
the educated individual are brought to bear on his new
associates, co-workers and community in general. Third-
ly, there is a close relationship between education and
income earned. Such additional income tends to expand
the tax base not only of the area of residence but to all
governmental units that can establish a claim to this in-
come. By means of their expenditure programs, these
governments can then redistribute some of these addi-
tional earnings to various parts of the country.

To be sure, education is only one of many State and
local functions that involve benefit spillovers. Yet there
is general agreement that public education is the prime
example of this phenomenon both because of magnitude
and geographic scope.

Federal Ald to Elementary and
Secondary Education, Title I

The passage of the Elementary and Secondary Educa-
tion Act of 1965 [ESE/4 heralded the opening of a new
source of substantial financial support for public
schools, particularly those serving urban and null areas
of extreme poverty. Grants to encourage the establish-
ment of vocational education programs started in 1917.
The school lunch program began in 1946. The National
Defense Education Act was spawned by Sputnik in
1958. Over the years, these and other categorical grant
programs gradually raised the Federal share of total
public school spending to 4 percent. Passage of ESEA
virtually doubled this Federal contribution in one year
I966but it began to taper off somewhat thereafter.

Title I of the act was designed as the first large scale
attack on the educational deprivation of poverty chil-
dren. It provides financial assistance to local schools in
areas having high concentrations of low income families.
Projects are planned, administered, and executed by
local school systems after State approval. The Federal
Government lays down broad guidelines for proper ad-
ministration of the funds to insure that the money is
spent as Congress intended. The U.S. Office of Educe-
tion is charged with preparing an annual evaluation of
the effect of the act.

Federal aid for public schools has always been of the
categorical type. The passage of ESEA continued Feder-
al policy in this respect. Nonetheless, Title I represented
landmark legislation because of its dollar magnitude and
the number of school systems made eligible for Federal
funds. The first year impact of this legislation is sum-
marized in the following excerpts from the United States
Office of Education's nrst Annual Report of Mk /.

Approximately 92 percent of We Nation's local
educational agencies met the criteria for eligibility
established in Public Law 89-10.1lowever. of these
eligible agencies, approximately 30percent did not
participate in Title I. One hundred and four of
them (whose allocations accounted for about 2
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percent of the total entitlement) were not in com-
pliance with Title VI of the Civil Rights Act of
1964. A majority of the other 7,341 eligible local
districts not participating felt that their allocations
were too small to make individual or cooperative
projects with other school districts practical. In
some cases, the States reported, it was necessary to
reject applications from local agencies with small
allocations because the proposed projects failed to
meet Federal or State criteria for size, scope, and
quality.

In all, during the first year of operation, 8.3
million children were served by Title 1 and some
$987.6 million was expended, including about 811
million for handicapped children under Public Law
89-313. Expenditures totaled 84 percent of the
allocations.

The average Title I expenditure per pupil was
$119. but the expenditure ranged from about 825
to 8227. For many States this represented a sub-
stantial increase over average current per-pupil ex-
penditures, the national average being about 8532
for 1965-66.

Nearly 52 percent of the $987.6 miWon in Title
I funds the first year was spent on instruction;
about two-thirds of that amount was spent for
language arts and remedial reading, which were
identified as the top priority by the majority of
local educational agencies.

Some 21 percent of the total was spent on edu-
cational equipment, and about 10 percent was
spent for construction. Food and health services
accounted for 4.5 percent of the total expendi-
tures.

In its second year of operation nue I served approxi-
mately 9.2 million school children in 16,400 school dis.
tricts throughout the States. Spending emphasis shifted
away from construction and the purchase of equipment
toward instruction.related services including teachers
and pupil services."

Before the passags of ESEA, the Office of Education
could identify only three StatesCalifornia, New York,
and Massachusetts-with any investment in compensa-
tory education. By the end of 1967, however, 9 States
had enacted programs. The 12 States had set aside
almost $200 million to carry out essentially the same
PurPole.13

In its evaluation reports of Thiel, the Office of Edu-
cation noted that categorical ald cannot be viewed as a
classroom remedy to all the problems of poverty, vio-
lence, and delinquency, high infant mortality rates, and
other familiar characteristics of the weaknesses of out
cities. The clear Implication of Title ra impact after two
years of operation is that community redevelopment,
not simply better schools, is required over the long run.

Impetus for Federal ald for compensatory education
came from evidence that showed the average suburban
pupil in the 37 largest urban areas was backed by more
financial support than the average pupil in the inner city.
As this Commission noted in its Fiscal Balance study,
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growing disparity characterizes public school spending as
between central cities and their environs. A Carnegie
Corporation study in 1966 pointed out that the nation is
spending much more money to educate the children of
the well-off than the children of the poor.

Federal aid for compensatory educationS1 billion
dollars annuallyis not large enough to match the extent
of the problem according to the evaluation report of the
Office of Education. Large numbers of children and
schools in need are still left out. School administrators at
both the loc.: and State level face hard choices on where
to spend the relatively limited amount of Federal funds
for compensatory education and indeed for various
other categorical Federal educational aids (table I I).

Federal Aid to impacted Arms
Public Law 874

With the enactment of Public Law 874 by the 8Ist
Congress the Federal Government made special aid avail-
able to local school systems designed in part to compen-
sate for the presence of large scale tax exempt Federal
activities. These funds are distributed on the basis of
eligibility criteria set by the Federal Government and
relate to measures of the Federal presence in a commu-
nity rather than to the wealth of the school district.

A study prepared for the U.S. Office of Education in
May 1965 reported that 14 States* offset part or the
Federal funds in calculating State aid. The offsets occur
only where State equalization aid is involved and where
such aid is determined on the basis of relative assessed
value Per Pupil.

States justify offsetting on the grounds that their
equalization aid is designed to compensate for a lack of

*Alaska. California, Maim, Nevada. New York, Otegoa.
nom Wad, South Dakota, Utak Valmont, VVgMla. Wadting-
too, Wisconsin and Wyoming.

local revenue sources. State aid calculations take into
account only those local revenues raised through local
taxation, mostly property taxes. Because of the favored
Federal tax position, there is an admitted shortage in the
local tax base because of Federally connected pupils.
However, some or all of the deficiency in the tax base
may be covered by receipts from the Federal Govern-
ment under P.L. 874. To the extent that this is the case,
the Federal payment represents local revenues compara-
ble in all respects to revenues raised by locally imposed
taxes. Accordingly, where the State has a foundation
program with equalization aid based on assessed values,
it h justifiable for the State to take Pi. 874 funds into
account, Le. capitalize the Federal payment to represent
assessed value, in determining the amount of equaliza-
tion aid to give.

The Office of Education study examined 17 districts
in California and Virginia that received EL. 874 funds
and found that typically about 30-40% of the actual
Federal payments could be justifiably offset." These
represent the double payment to the district, where both
the State and Federal Government are compensating a
school district for the same lack of tax base.

The Development of Stale Foundatioo
ProgranssA Ilrief Survey

State aid to public schools began with a two-fold put-
pose: (a) assistance in getting schools started in new set-
tlements, and (b) improving the scope and content of
public education. For these purposes flat grants based on
enrollment or school census figures served reasonably
well. The burden of supporting public schools was
bearable even in the poorer communities because local
schools did not initially have to compete for funds with
a wide array of other local services and school costs were
relatively low.
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About the turn of the century public schools in most
population centers acquired their present structureI2
grades ;Ind a nine.month school termand came to
represent a greater cost to local taxpayers. As States
legislated local programs of this scope, the issue of
inequality in local wealth surfaced. Rural communities
in particular found it increasingly difficult to impose tax
rates stiff enough to meet the State mandated programs.
Cities with their concentrations of valuable properties
could and did pt-avide high level educational programs
with moderate tax effort.

Early on, educational fmance theorists confronted
the task of devising a plan of joint State-local financing
that would minimize differences in the quality of local
schools and allocate equitably the burden of taxes
required to fmance them. In 1924, George D. Strayer
and Robert M. Haig provided a plan that gave primary
emphasis to equalization as the objective of State aid.
Under this approach, State and local tax dollars were to
team up and thus provide a foundation program below
which no district in the State could fall. The proportion
of State aid to local support would depend on the size of
the satisfactory minimum offer and the degree of
inequality among the school districts. The wider the
local tax resource disparities, the greater the amount of
State aid required to equalize at a particular foundation
level.

The Strayer-Haig pproach became the model for
numerous State adaptations. Compromises with the
strict application of the equalization objective were
made in most States to accommodate: (a) the
long-standing tradition of flat grants; (b) the reluctance
of State officials to increase State taxes to fully finance
an equalization plan; and (c) the desire of some localities
to finance truly superior public schools. In most States
the foundation plan ended up providing the poorest
district with a basic educational program at a level well
below that which many school districts willingly
supported. Wealthy districts were left ample local tax
leeway to exceed the minimum foundation plan level
without unduly straining local resources. Retention of
flat grants as part of most State school financing plans
left the wealthiest communities free to forge ahead.

State policymaken confront 8 troublesome decision
in set tins the level of the minimum program.
Educational dollars are of unequal value from district to
district in a State whether it be South Dakota Of Illinois.
Ayes .ge salartes in certain school systems attract
qunifled teachers. Higher than average salaries in
ofietsthe central cities or remote rural areasmay not
be enough to attract qualified teachers. Thus, a uniform
minimum program for the State as a whole rum head on
Into the problem of the unequal penetration of the
school dollar.

Because the foundation approach is based on costs at
the time it is established, poor districts in particular
suffer when costs rise and fail to be reflected In the State
foundation distribution. To keep pace with rising prices,
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the poor districts must impose higher taxes without the
benefit of equalizing State aid. Recent studies indicate
that this has been the case both in Nevada" and
Texas" and, it seems safe to say, elsewhere as weU.

Perfecting amendments to the basic StrayerHaig
equalization thesis were developed as States enacted
their foundation plans. For example, Paul Mort and
other practitioners showed that educational costa differ
for elementary and secondary pupils and that the unit of
need in the foundation plan should be appropriately
weighted to reflect these differences. Educational fa-
nance theorists admonished the States to recognize that
a pupil is not just a pupil. Most States heeded the advice
either by weighting pupils for purposes of their founda-
tion distributions or by adding special State ald cate-
gories, or both. The physically and mentally Iran&
capped children became the subject of s clal solicitude.
Federal categorical aid for vocational education called
State attention to the needs of students punuing this
course of study.

Current Patterns of State Aid

State school aid distributions are most simply cate-
gorized by method and purpose. By method, the distri-
bution flows either in the form of flat grants (per pupil),
or some measure of need or equalising grants (per pupil
or classroom) determined for individual districts on the
basis of the relative availability of local resources. By
purpose, more than 80 percent of State aid is provided
without specific expenditure strings; hence, it is in the
nature of functional support. The remaining 20 percent
is restrictedto transportation, textbooks, and the
likeand is categorical aid.

The pattern of State aid both as to method and pur-
poses has been changing over time (see table 12). The
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more significant trends are:
Major increments in State aid have tended to be

of the equalizing, no strings character.
The trend toward equalizing grants has been

running strongly and now about 70 percent of State
school aid Is distributed on this basis.
The differences from State to State in the method of

distributing State aidflat versus equalizingreflect
major differences in the State.local sharing of financial
responsibilities. Delaware, New Mexico, and North Caro-
lina provide flat grants to cover per pupil current ex-
penditures defined by the State regardless of where the
pupil resides. Localities have the authority and do sup-
plement the State minimum support level by imposing a
local property tax rate for schools. No State aid dollars
are devoted to equalizing the burden of the locally ob-
tained supplements. Nonetheless, only thirteen States
used the flat grant method to distribute at least 50 per-
cent or more of State aid in 1966-67, including the five
that used this method, exclusively or almost exclusively
(figure 8 and table A.10).

The majonty of States clearly favor the equalizing
grant method to distribute the bulk of school aid. Every
State aid dollar in Rhode Itland equalizes. More than
$90 of every $100 of State aid equalizes in Georgia,

Idaho, Kentucky, Maine, Michigan, Nevada, New York,
Ohio, Tennessee, and Utah.

While some States have distributed school aid on an
equalizing basis for a long time, it is noteworthy that a
substantial number began the practice within the past
fifteen years. Quantum jumps in equalizing grants as a
percent of total State grants were indicated between
1953-54 and 1957-58 for seven States, between 1957-58
and 1962-63 for four States, and between 1962-63 and
1966-67 for eight States. In all, seventeen States have
made the change from flat grants to major emphasis on
equalizing grants in the period 1953-54 to 1966-67
(table A-11). Iowa and Nebraska have since climbed on
the bandwagon.

On a State by State basis, the classification of State
grants as between general and special purposes reieals
that only Indiana and South Carolina spell out how a
major portion of State school aid must be spent. Vir-
tually 90 percent of Indiana's school aid is budgeted by
the Sta te for such specified purposes as instructional sal.
odes, administrative, supervisory, guidance and auxiliary
services, transportation, building fund, and debt service.
In South Carolina, the State specifies the budget cate-
gories on all of its aid to lace! schools. Wyoming, Idaho,
New York, and Ohio, in contrast, delegate to local

FIGURE
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school boards the budget decisions for more than 99
percent of their State aid.

Techniques of State Aid

Educators generally agree that "to be fair," the allo-
cation of State ald must take account of variations in
needs, resources, and effort of local districts. While the
basic measure of need continues to be the pupil, or
teacher, or instruction unit, States also use "weighted
needs" for such pupil characteristics as physical handi-
cap or economic deprivation or, for the teacher, earned
degrees or experience. Resources are the taxable wealth
in a district whether measured by equalized property
value or sonic proxy compiled for economic indices.
Effort is the linkage between resources and needs; it
indicates the actual taxing of resources to meet needs.
Required effort is the mandated uniform rate times the
equalized resource base for foundation program pur-
poses. Exerted effort is the local school rate times the
equalized resources and usually reflects the community's
interest in meeting Its educational aspirations, as well as
the required local effort.

Five distinguishable techniques for distributing aid to
local schools give varying weight to needs, resources, and
effort.

F7at grants. A State flat grant to the local school
district partially recognizes need. As additional pupils
raise the fmancial needs of the district, the State
responds with a rued sum based on the teacher salary
schedule and pupil unit measures. Delaware, which oper-
ates on this system, refines its measure of need further
by distinguishing pupils on the basis of elementary and
secondary grades and mental and physical handicaps.

Delaware does not sequire a minimum local effort
and therefore ignores any disparity in local resources and
tax effort. Although this might be a flaw under certain
conditions, it may not be in Delaware's case because of
that State's heavy reliance on the personal income tax.
Where the flat grant represents a high proportion of total
cost-65.8 percent in Delaware in I966and where the
districts are few In number-51 in Delawareand not
widely disparate in local resources, the flat grant plan
may nonetheless result In fairly equalized dollar support
for public schools.

Flat grants plus categorical aid, The North Carolina
and Connececut systems illustrate variations of this
combination plan. North Carolina pays the total cal-
culated smount for salaries, transportation, and asso-
ciated s.:itool costs of a basic program. Expenditures in
excess of the State program are permitted but are a local
obligation. In addition, there Is State aid for such cater-
gories as vocational education, driver training, ochool
lunch, professional improvement, and educational T.V.

The evaluation of the North Carolina system parallels
that for Delaware, except that categorical aids tend to
reward the wealthy districts for effort they can more
eauly make. The latter point lakes on increased signifi-
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cance in Connecticut for two reasons: the State finances
a smaller share of total school spending (31 percent) and
therefore equalization becomes more euential; and, the
number of categories-20 In allbegins to outrun the
administrative capacity of local officials.

Stare grants requiring matching local funds. This tech-
nique stimulates local effort usually to meet a specific
need identified as a categorical aid program such as
school building construction. A State formula offers
matching funds in a fixed ratioe.g., Delaware 60%
State-40% local, Florida 50% State-50% local. There is
an incentive to spend local funds, but wealthy districts
can respond more easily than poor ones. If there are
appreciable differences in resources or efforts among dis-
tricts, the wealthy soon outstrip the poor districts in
construction and replacement of school facilities. Stimu-
lation grants, however, do serve well as a means of
getting new activities started.

State equalization grants. The theory enjoying the
widest popularity is that State aid to local districts
should bear an inverse relationship to the resources of
the local district. For example, the ratio of State to local
funds might be set at SI for every $9 for the wealthiest
district while for the poorest district it might be 59 of
State funds for each SI of local funds.

This is the underlying rationale for the so-called
"foundation-type" State aid that dominates the public
school financing picture. Most States place a ceiling on
State support, that is, specify an amount beyond which
the State no longer matches local funds. The ceiling in-
hibits the operation of strict equalization unleu it is
realistically close to the cost of meeting educational
needs in all districts.

Rhode Island and Wisconsin come closest to equaliza-
tion without limit. No ceiling is placed on the amount of
State support available on a matching basis. State funds
compensate for local resource disparities under a so-
called equalized percentage matching grant.

The number of variations on the foundation program
theme defies summary description and an evaluation of
their impact. The U.S. Office of Education is sponsoring
a three-year project to study, among other thinp,
foundation program differences and to assess their effect
on educational financing.

Two basic fiscal features of the foundation program
are the required local rate and the measure of relative
tax paying capacity. In most States the measure of
capacity is equalized property value. However In a few
States, mostly in the South, a proxy for property value
is constructed from various local measures of income
and wealth. This method is sometimes considered easier
than assembling the necessary asseument4ales ratio data
or making the requisite appraisal to equalize property
value.

Utah treats the required local contribution in a
unique manner. Under the provisions of its foundation
program, all school districts are required to levy a
property tax of 16 mills on the State equalized fair value
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of taxable property in the district. This levy is
mandatory and local receipts produced by it in excess of
$7,250 per distribution unit (27 pupils) pkts the amount
allowed for pupil transportation expenses are collected
as a State tax and used for foundation program support
in other districts rather than being retained in the
district of origin. No other State comes as dose as this in
the imposition of a uniform State tax rate for school
support. Excess local levies in other States are retained
locally to supplement the foundation program.

Michipn, too, beats the tax rate and capacity factors
uniquely. Local districts with overall local levies on State
equalized values of 125 percent or more above the levies
in other districts have theit State equalized value for
foundation program purposes reduced proportionately.

Flexibility of the fowastion migrant One reason
why educators and legislators have held the foundation
program hi high favor is the flexibility it permits in
pursuing both financial and educational objectives.

Because tax rates and tax capacity are so basic to the
foundation concept there is a tendency for the generalist
to overlook other elements in the formula that allow
legislators to pursue educational and roundel objecthes
simultaneously. If the objective is to provide more Slate
funds for the physically handicapped, such pupils can be
given additional weed in the pupil count as is done in
Montana. If the objective is to take account of the lower
cost of kindergartens and the higher cost of secondary
and vocational education, pupils can be weighted by
pude as they are hi Washington. If the objective is to
recognize differences hi costs between rural and utban
schools, density and sparsity factors can be applied to
pupil counts as they are in Idaho. If the objective is to
stimulate local districts to exceed the foundation levels
second phase can be added as Utah does in guaranteeing
an added amount per distribution unit if (Barlett levy a
supplemental rate.

The intenelatedness of the various elements in a
foundation program on the issue of equalization has
been described as follows:

If complete equalization (of resources) is the
sole objective, a decision on one elementeither
the foundation level or the uniform local tax
ratedetermines the other element. Such a
decision also determines the other elements of the
State achool finance plan: (I) tbe State md local
share of the foundation program (2) the nonprop-
erty and property tax revenue share of the founda-
tion program; (3) the amount of State aid; (4) the
State appropriation; (S) the redistribution of re-
sources among the school districts of the State;
and (6) the Slate tax rate required on a State tax
base to raise the State share.

Any of the eight elements listed abovethe
foundation level, the uniform tax rate, and the
other sixcould be the point at which the decision
is made. In fact, each could be the independent
decision point which determines the values for the
other variables. State fmance plans are madly a

weighted compromise between the eight elements,
and result in choosing as a goal less than complete
focal equalization.

All of these decisions are constrained by the
number of pupils in the State, property valuation
in the State, and the range in the distribution of
pupils and ptoperty valuations among school dis-
tricts. Further, all are affected by yeat-to-yeat
changes in these variablesparticularly by changes
hi the valuation per pupal in a district relative to
the State average. For complete equalization, the
degree of valuation in per pupil valuation among
districts alone determines the relationsitip of the
foundation level to the uniform tax rate."

Court Challenges to State
Aid SystemsThe Implications

In a suit filed against the State of Michigan early in
1968, the Detroit School Board asserted that the system
of financing public education in that State denied equal
protection of the law to school chicken in its district.
Similar suits were filed in Illinois, California, Texas, and
Virginia alleging violation of the 14th Amendment of
the U.S. Constitution and, in sone instances, identical
provisions hi State constitutions.*

Legal antecedents of these suits are the school deseg-
reption and reapportionment cases. The mere fact that
the suits have been instituted may hasten legislative con-
sideration of revisions in State aid formulas. While it is
too early to speculate about the ultimate disposition of
the cases, success by the plaintiffs could change intergov-
ernmental financing arrangements significantly.** Larger
expenditures in poor districts would appear a more
tatty result than cutbacks in spending in wealthy db-
Wets, given the keen public interest hi education.

The rationale for the court tests is that children in
poor urban and tural areas are provided vastly inferior

elle pertinent 14th Amendment hateruge is as Odom No
State shell make or enforce my lew nbkh dull abridge the
privileges or the immunites of citizens of tbe United Statek nor
stun any State demist my person of tife, liberty, or moperty,
without dee proems of law: nor deny to my person without its
gubsetion the equal protection or the toot

"In Nosembea 19611, the Federal Distret Court in Illinois
rsled (Mdnn* x Governor of iftbreds) that public revenue alloca-
tion Is a bade poky decision more approprldely bridled by the
leghlware. The Court mid Ow comphint as tructured did not
present a Mellon or the 14th Amendment, thee being no Con-
stitutional requirement that public school emenditares be made
only on the basis of public edecational need' The plaintiffs
appealed the decision to the Supreme Coen, which affirmed On
lower colors decision without minims It Ms been noted that
the Mho* me davit only with the Ms of whether educe-
dond need is a "judicially managed*" imbed and that a
protracted wries of legal and IMalatire actions, De outcome of
which Is nem maim cm nil be expected as other nanduds me
mewed. See David E. Cohen "The Emnornks of Ineepedity,"
Sam* Review, April 19, 1969. p. 63. On 'fry 23, 1969, a
Madge Federal Dirtrict Com in Vinefreit denied the phiniffer
welt in Rams re Memel on mounds drabs to those In the
Metunts cue While noting "their be:emir* mien and jastilied
appeal for help."
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education to that provided in more farmed districts. The
inequality in public education results from a system of
financing that makes the accident of wealth or poverty
the chief determinant of funds available for public edu.
cation in any locality.

Data ftom a recent study of school finances and edu.
cational opportunity in Michigan illustrate the factual
basis for this contention. School districts categorized at
three per pupil expenditure levels were cross-classified
according to representative measures of the level and
quality of public schools.* The cross-classification
proved to be a striking demonstration that less money
buys a poorer education. Measure after measure of edu.
cational deprivation occurred with greater frequency in
the district with lowest per pupil expenditures.

The Michigan study also showed that the single most
important factor in determining how much will be spent
on any given child is the equalized value per child in the
school district in which he resides. "State aid may re .
duce disparities in expenditure levels, but it does not
eliminate them" (table 13).
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The shortfall of State aid in equalizing expenditures
for public school pupils in districts with enrollments ex-
ceeding 3,000 can be seen on a graph (figure 9).11 State
aid were perfectly equalizing, the straight diagonal line
would describe the relationship between the percent of
total school noncapital expenditures and the percentage
of all public school pupils. To the extent that State aid is
not entirety equalizing, a pp opens between the diagon-
al line describing ccnplete equalization and the curve
describing expenditures adjusted for State aid.

Smiler disparities in other States are pointed up in
the report of the Office of Education, entitled Proffies tn
School Support (figure 10 and table A-I 2). The array of

*Representative measures indsded. for manspk, vestal
dames and atavism, teacher meparation,, full-time principals.
counseling services, march Ind testing. dosed circuit TV.
science Isboratoties, language laboratories, and paperback book
collections.
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FIGURE 9

LORENZ CURVES ILLUSTRATING THE EFFECTS
OF STATE MO ON SCHOOL EXPENDITURES

IN MICHIGAN, 11162
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classrooms in several States shows that unit expenuitures
for those in the 98th percentile are more than three
times the amount for those in the 2nd percentile. Eight
States had levels at the 98th percentile at least 2,7 times
those at the 2nd percentile in 1959-60. The educational
landscape, even taking State aid into account, was not
that of a high plain but rather one of peaks and valleys.

The benefits of local initiative can be anticipated as
the principle defense of current State practice. Local
control of public schools has a long tradition. Education-
21 theoty has consistently upheld local control on the
pounds of the substantial public benefit derived from
innovations made possible by local autonomy. Those
who would overturn the State aid system in ita present
form can be expected to argue that the State must take
steps to lessen the disparitks, and that greater equaliza-
tion does not forecloseand may, in fact, enhance
opportunities for local innovation.

It should be noted.that even State assumption of ra
financial and operating responsibilities for public schools
may not guarantee irrenunity from a suit alleging viola-
tion of the right of equal protection of the laws. In the
District of Columbia with its single school system,a Fed-
eral court (Hobson vs. Hansen) upheld the plaintifrs
contention that pupils in daunt parts of tile city were
not receiving equal education. This decitina puts the
onus on school officials to make obvious efforts to
assure reasonable equality of educational opportunity.
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FIGURE 10

THE PEAKS AND VALLEYS OF EDUCATIONAL EXPENDITURE

*Now Won

AIM*
Af Xile

A.M. *se

1.4.
Cowt.ort
Wee.
non lit
Gawp.

U./.6

Mr*,
1.414.

Kamm
Raove4r

Lois.*

limmhoprm
1144.

..0111410

11.111014

las 1 1110 0 taw 100010m Pa, C101.0a 110 him 11011 1110011 et
101 104. 1111-11

1

1

1

11*mo

Now Nowthas

N. h.,
Me. 11.1..

Tork

1044 EPA.
Rollo Dom.

Ongs.
Pows,1.
Role 1.44

5.4 Conk.*
100. atipe
Toros..
Timm

%mom
Vffp.4
111
Ilett 111
%wail+

1

m1.1....11.111101.11=1.4...01.4

Moo The 5~ of Chabe Gni film. ow ado *NA se wool. mom l IVP-61 # ...... 0.1.
TUT 1. . Awe . lined bow.

5. tele M2

LOCAL RESOURCE DISPARITIES AND
STATE EQUAUZATION PROGRAMS

The Principle of Equdhing
Ealocational Oppoetualties

The essence of the equalization approach is to
compensate for wide differences among localities in their
ability to support elementary and secondary facilities.
*is is done by providing greater amounts of State aid to
the poorer local jurisdictions. As of the school year
1966-67, virtually all of the State governments profded
some port of their State aid on the basis of local wealth
or taxpaying ability.

It is important to emphasize that both currently and
traditionally, the principle of equalization has been used
in tenni of local fiscal abaityit is designed primarily so
compensate for differences in financial resources among
localities.

There are, of course, alternative ways of
implementing the equalization principle. Some States,
such as New Yotk, put virtually all of their Slate

education aid, 99.1 percent, in the context or a formula
that reflects relative ability of individual school districts.
In certain States, an equalization program is carried out
alonssi.ie other programseach of whkh has different
State local financial provisions. One frequently used
technique to hnplement the principle of equalization is
for the State to require each locality to imPose a
uniform tax levyequal to the rate imposed by the
district of average ability. In localities of below average
ability, the uniform levy will yield a shortfallto be
filled in by State aid sufficient to support the State
minimum education program. In districts of
above-average ability, a surplus results which, with the
exception of Utah (where it is turned over to the State
for redistribution), is retained for local education
purposes.

The level at which the minimum or foundation
program is set also can be derived in alternative ways. At
the heart of such programs, however, is a guarantee of
providing a given quality of educational
opportunitiesas approximated by pet pupil
exprnditureswith differences in student-teacher ratios.
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costs of elementary and secondary education facilities
and rural-urban price differentials sometimes accounted
for. As a result of such equalization formulas, a mini-
mum statewide program for elementary and secondary
education is established regardless of the financial ability
of any particular locality to finance such a program.

So long as the distribution of local fiscal resources
was reasonably uniform, reliance on local initiative for
the provision of educational facilities was a workable
solution. With the industralization and urbanization of
the nation, however, local wealth came to be in-
creasingly concentrated in certain sectors of the individ-
ual States. Not infrequently, the location of a railroad or
the construction of a major highway were critical ele-
ments leading to widely different levels of local fiscal
resources. In such situations, two localities in the same
general vicinity would have wide differences in their
ability to support elementary and secondary education.
Hence, the system of relying on local initiative tended to
break down since the affluent junsdictions could provide
an educational program with a rather light tax effort
while poor localities would be required to undertake a
disproportionately heavy tax to finance a comparable
educational experience. Rather than have the education-
al offering determined solely by the accidents of local
financial ability and initiative, State govemments came
to adopt equalization provisions for the distribution of
State educational aid.

Equalization of educational opportunities, of course,
can have different nraninp. At ont extreme, for ex-
ample, it can mean complete uniformity in per pupil
expenditures. In oractice, however. equalization features
have been used to help establish the minimum education
program throughout a State; that is, to provide a floor
on education programs to be nude available to all stud-
ents regardless of the focal ability of their local jurisdic-
tion. Indeed, localities are left completely free to supple-
ment this program to the extent they desire from their
own fiscal resources.

Variations ha Local Fiscal Ability

Since public education is typically fmanced by . mul-
tiplicity of local jurisdictions within an individual State,
it is inevitable that these local units will differ in their
financial ability and, as a consequence, their educational
offering. Measurement of local fiscal ability has been in
terms of two concepts. The fast approach includes only
the resources which localities have the legal authority to
tap while the second relates to an income measure, from
which all taxes are ultimately paid.

Since local income data are not generally available, a
variant of the first approach to measuring local fiscal
ability was followed here. In sewn of the ten States
selected for analysis, property values are the factor used
to distribute State aid. In two additional StatesMary-
land and Coloradoproperty values combined with an
income measure constitute local fiscal ability. Where
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local fiscal capacity is measured in terms of property
value, assessment ratios constitute an integral part or the
ultimate index. Where local assessors determine the
property valuations, inequalities in assessment practices
may negate the purpose of equalization; indeed in such
cases, State aid is an inducement to low valuations. More
preferable methods of ascertaining fiscal capacity under
the property valuation approach are to have the State
either supervise local assessments or for the State to
equalize local property valuations.

A somewhat different approach to measuring fiscal
ability is followed in Florida where State aid is dis-
tributed on the basis of an index of local taxpaying
ability. This index is comprised of several specific indi-
cators, all of which are designed to reflect local fiscal
capacity. The specific series used in Flcuida are: sales tax
returns, number of gainfully employed workers (ex-
cluding government and farm workers), value of farm
products, value of railroad and telegraph property and
automobile tag registrations.

To derive the Florida index of taxpaying authority,
each of the specific saies for the local unitthat is, the
countyis calculated as a percentage of the Statewide
aggregate. The percentages are then weighted and corn-
bined to determine the fuial index. The Florida index,
however, illustrates a general difficulty with such meas-
ures. The weighting factors, determined to reflect the
composition of the State economy, will change as the
economy of the State itself changes. Thus, it is necessary
to keep such measures as current as possible if local
fiscal ability is tr. be adequately reflected. Yet in
Florida, the weights currently assigned to the specific
economic indicators were those determined in 1953. As
a result, the changes in the Florida economy during the
past fifteen years, as they affect local ability to support
elementary and secondary education, go unnoticed
when the legislative intent is for the distribution of State
aid to compensate for current differences in local fiscal
ability.

For each of the ten Statesselected to represent the
four major geographic regions of the countryvariations
in local ability to support elementary and secondary
education art quite pronounced. Among the cities and
towns of Massachusetts, the wealthiest community had
no less than 66 times the fmancial resources for each
pupil than did the poorest locality (table 14); in Ken-
tucky, the wealthiest school district possessed as much
as nineteen times the local ability available to the poor-
est; among the school districts of Utah, this figure is
eighteen. Even in Maryland where the comparable ratio
of wealthiest to poorest county is threethe smallest
such ratio for the selected Statesthe fact remains that
if left to their own initiative and resources, the poorest
county would have to undertake a tax effort three times
that of the wealthiest to support a comparabIe program.

To be sure, these .Atios rely completely on the °ex-
treme values"the high and lowand may seem to ex-
aggerate tht within-State inequality of weahh. Nonethe-
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less, such variations are also revealed when a more re-
rmed measure, the serni-interquartne range, is used. This
measure, the ratio of one-half the difference between the
highest and lowest "25 percent values," expressed as a
percentage or tne median, avoids the extremes that are
included in the full range of local ability. Again, vain-
tions among localities to support elementary and second-
ary education facilities are apparent.

The Equalization Tendency of
State Aid

To what extent are such differences in local ability
reflected in the kriteria' governing the distribution of
State-aid? As mentioned, nearly all States distribute
some portion of their State assistance on the basis of
local ability to support elementary and secondary edu-
cationwith the greater arnaunts of State aid per pupil
going to poorer districts.

There are, however, many points where slippage
between the gal of equalization and the actual distribu-
tion of State aid may occur. In some States, for ex-
ample, equalization relates to a relatively small portion
of total State funds provided. Thus, while this portion
may equalizein the sense that a given arnaunt of State
aid is distributed so as to offset variations in local
wealththe amounts of such equalization aid may be
relatively wall and thus will have a lesser impact in
ternn of actual amounts received by localities. To put
this point somewhat differently, while a pottion of State
aid may equalize, it may have only a slight impact on
local service levels if the total funds for this purpose are
small, while the totality of State education aid may, in
fact, work against equalization.

Even where equalization governs the distribution of a
large portion of State education assistance, such for-
mulas may be based only in part on local ability, with
additional measures also used. These additional factors
.may, in fact, turn out to wo:k against equalization. The
Massachusetts distribution formula reflects these com-
peting objectives. Under this approach, each locality re-
ceives an amount equal to the sthool aid percentage
(where local ability is reflected) times the "Reimburs-
able Expenditures"which, with some exceptions, are
local expenditures from their own sources. Since it is the
wealthy communities that tend to undertake the greater
expenditure from their own resources, however, this part
of the overall formula tends to offset the equalization
effect. Thus, what one part of the formula favors the
disadvantaged cities or towns, encompassing as it does
the equalization feature, the second part reflects State
aid based on the comet,. of reward for local initiative,
which has the effect of fanning the wealthy commu-
nities.

A final instance where the equalization objective
might be thwarted are "saveharmless clauses" which
guarantee that no locality will Melte less under the
equalization distribution than they had obtained in some
previous year under an alternative distribution formula.
A similar type provision is to establish a minimum figure
of State aid for each locality regardless of what the
equalization farads would have yielded. Where such

"Reimbersable Expenditures^ ate defined as total education
expenditures minus the following: transportation, school km*
special aid for handicapped. capital outlays (after deducting to .
cents for tuition). tecelpts from the Federal Government, pro-
ceeds from invested fonds, and gifts applicsble to math expendi-
ham
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provisions are in effect, the equalization tendency is con-
strained and the impact of such State aid is therefore
reduced.

To determine the degree to which State aid actually
accomplishes the equalization objective, Spearman
Rank-Order correlation coeffkients were calculated
between State aid per pupil and local property values or,
in the case of Florida, the index of taxpoing ability per
pupil. This was done for each of the ten selected States
for a recent year. If the equalization objective was per-
fectly accomplished, then the correlation co-efficient
would be -1.00. The results for the ten selected States,
however, indicate that there is a wid e. diversity in the
actual equalization that is accomplished (table 1 5). In
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States such as New York and Indiana, the equalizaticn
tendency is nearly perfect and in several others it is
rather strong. Nonetheless, there are a few Statessuch
as Massachusetts, North Dakota, Utah, and Colorado
where the degree of equalization is quite modest.
Indeed, in Massachusetts, there is no tendency at all for
State aid to reflect the disadvantaged position of the
poorer cities and towns..

To summarize then, equalization of educational op-
portunities is a goal to which virtually all State govern-
ments devote part of their State education aid. Even
where this is so, however, there are instances where
equalization is not actually achieved in the actual dis-
tnbution of the State funds. Moreover, the equalization
tendency u measuted here has been in the conventional
use of that wordto compensate for the meager re-
sources of poor localities from which to provide elemen-
tary and secondary facilities. No attempt has been made
under most equalization formulas, to determine the dif-
ferential needsu well as resourcesthat urious types
of students hrpose on their revective localities.

The Equalization Dollar Gap

The most recent information for judging each State's
success in raising support levels for low expenditure
school districts is contained in Profiles In School Sup-
port. a publication of the Office of Education. On the
basis of a sample of school systems in each of the 50
States and the District of Columbia, the distribution of
school spending foe current operations (exclusive of
transportation) per standardized classroom was cal-
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culated for each State. From these data, the median and
other statistical measures were derived. The median in
this case indicates the level of support currently pro-
vided for half of the classrooms (and presumably half of
the pupils) in the State.

By relating the difference in actual spending and the
amount required to support presently below median
classroorns at the median level (for 1940, 1950, and
1960) to the State aid provided, it is ponible to estinnte
the equalization "dollar gap"the amount and per-
centage increase in State aid needed to bring the class-
rooms to the median expenditure level (table A-13).

A State has one of two options in assuring support at
the median level. It can (a) increase its State aid by the
necessary amount, or (b) redirect its aid distribution
from wealthy to poor districts. Increased State supp rt
of about $765 million would have been required in
1960. Because it is likely that the financial magnitudes
have increased all along the education front but that
percentage relationships, while changed for certain
States, have not been drastically altered for the nation as
a whole, the required increase in State support may now
have reached $1.5 billion more than total State aid of
about 12 billion in 1967. The redirection of State sid
from wealthy to poor districts would both shear off
some of the peaks in school support and fill in some of
the valleys.

Major Defkiencles in State
Equalization Programs

Equalization weakness. A persistent criticism leveled
against State foundation programs is aimed at their
weakness in equalizing school spending. Some contend
that the American commitment to equality of educa-
tional opportunity remains unfulfilled so long as part of
the local support for schools comes from unequalized
property tax dollars. Thus, the Nue involves local prop.
erty tax leeway permitted under most State programs.

Wealthy districts can supplement foundation program
levels while the poor districts have a hard time achieving
the basic program. Locally raised property tax dollars,
outside the foundation program, are unequalized. To the
extent that wealthy districts can impose supplemental
property taxes for schools, the principle that a child's
education should not depend upon the accident of his
geographical residence is subverted.

Blindness to differential costs. State school aid pro-
grarro usually treat all districts of the same size slate,
regardless of their population characteristics. This ap-
proach assumes that all children are equal. (States
usually make special provisions for the physically or
mentally handicapped.) The validity of this assumption
is increasingly questioned.

In Texas, research of the Governor's Committee indi-
cates that there is a direct relationship between educe-
tional achievements and school district population char-
acteristics." Drop out rates and test results are related



to the median educational level, the average family in-
come and the ethnic nuke-up of the community in
which the district is located. A compariton of the two
large districts in Baur County ofTen an extreme &Ora-
tion of the problem (table 16).
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The Suburban District received more State aid be-
cause its teachers were bent qualified (in terns of de-
grees and experience) rind because the Core City Distlict
was unable to al 45 of its Minimum Foundation Pro-
gram positions. Yet, the Suburban District has about free
times as much taxable wealth per student as the Core
City District when measured by full property values.

Data have been developed in recent years to show
that the cost of educating 9ome students is substantially
above avenge. The particular groups that have been
identified in these studies are the racial and ethnic
minorities. Bemuse of a lack of stable home surround-
inp, low imam, and othet factors, students from these
groups come to school with severe educational handi-
caps. To overcome these handicaps, schoots must exert
extra effort if these students are to achieve the skills
required in an increasingly complex technologkal
society.

POLICY ALTERNATIVES

Most of the current demands in the educational fi-
nance area stem from the demonstrated inability of
public schools in some localities and neighborhoods to
deliver on the prorrise of equal educational opportunity.
%de the fadure is not traceable entirely to differences
in school spending per pupil there is a strong suspicion
that inequality of resources behind each pupd is part of
the explanation. If sperang end resources were better
equalized, perhaps some of the "education gap" would
disappear. Public interest, in assuring this outcome, is
expressed in the foreward to this chapter. The public
interest in provIding comparable education comes
throat,' even more starkly in the remarks of Edward I.
Steimel to the Governmental Research Association:

... let me ask you ... who have most of the
options available to anyone concernint the eaact
education you wont for your chddren-if you

68-412 0-71pt. 113D-8-18
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would be willing to send your children to the
worst school in your community?

"Ouldren do go to these schools. Are they Ina
important than your children? Then pants have
no options."

School aid distributions in virtually every State re-
flect a twofold need: one, equalization, the other, legis-
lathe. The need for equalization tests on grounds of fair
titanium for school districts with varying relource capa-
bales. Legislative need is equally basic. Virtual!), every
State has found it necessasy to distribute some funds to
eon school district reptant of its wealth. But, in
every State there is a lingering concem about the terribly
unequal resources that exist among school districts and
the fact that the States have thus ha been unable to
achieve a politically acceptable level of interdistrict
equalization.

Akentathe Proposals

Because of the seeming intractability of resolving the
equahzation issue new proponls are constantly being ad-
vanced. These proposals approach the target of equal-
izing resources behind each pupil from two directions.
One approach is to expand the geographical basis of
local property tax support." The ultimate extensicn of
the geographic base would be a statewide uniform prop-
erty tax for schools. Phase I of Utah's school finance
program stands out as an example, albeit limited, of this
approach.

A somewhat less drastic alternative would call for a
regional pmperty taxing district consisting of a whole
county at a minimum or, in the case of a metropolitan
area, perhaps several counties. The metropolitan educa-
tional equalization authority proposal ire the Advisory
Corrmission's State legislative program exemplifies this
latter approach. Local property tax resources in a metro-
politan area would be subject to a uniform amide tax
for purposes of creating a fond to be tedistributed with-
in the area on the basis of need.

. The formation of single countywide school dis-
tricts-as in Maryland and Nevada-is often advanced as a
solution to resource disparities among school districts.
County !MU may have access to nonproperty taxes-
personal income tor supplements in Maryland counties,
a SUte mandated sales tax supplement in Nevada-giving
the schools more direct scorn to local non-property tax
MOMS.

This solution usually raises a chorus of opposition on
several grounds. A district with an enrollment of tens of
thousands of pupils with the prospect of further growth
in enrollment, in the judgment of many, would be too
large. A single county board would be insensitive to the
varied expectations of its merry communities. Thus, citi-
zens accustomed to their separate school system tend to
reprd a single countywide district as politically unac-
ceptable. Proposals for a countywide tax levy for schools
to insure additional fmancial support for districts with
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less wealth run afoot of the pocket-book issue. On edit-
cational pounds ft is argoed that a countywide school
kry would enhance the prospects of consolidations to
incrove edocationd ofTetings. Wealthier districts ealsibit
an understandable reluctance to relinquish amtrol om
their local tea resources.

laterdistrict equalization can also be achieved by
school district consolidation. The intent of this approach
is to orpnize school &state in a fashion that will nuke
them testable proportionate paws of the State ki tents
of mit and remoras. This !edicts the need for equal-
ization became larger districts tend to be more concur
Me in tern of both needs and resources.

Consolidation can be accompbshed under State men-
den or by provision of State &sandal incentives. Major
shortconinp have been indicated in the financial incen-
tive approach. It is expensive to inclement and the fmal
outcome hes frequent!), pmduced comolidotion that
night hoe occurred in any case. The districts that re-
rrain, after expected consolidations hsve °caned, tend
to be poor and unwanted by other &diets as comolids-
lion partners.

The eltimate fn school 'district consolidation is the
State takeinet of functional and financial resporaddity
foe schools as in Hawed. Because there are no loci kyles
for schools in thee State there is no necessity fee inter-
district equalization. On the mainland, effotts to
emulate the Hawaiian experiasce have heretofore nem
seemed worth pursuing became of the strong tradition
and tiein between local financing and local control.

The note modest intent of having the State assume
substantially all financial remonselnlity for schools wfik
retaining appropriste load policymaking authority is
thus desiped to achieve that longstanding Pal of
educatorsequalitstion of educstional opportunities
while taking full cognizance of the strong tradition of
loot kkatificstiots with local schools. At the 196B meet-
ing of the Education Commission of the Sutes, Dr.
lames B. Consist sweated that serious reconsideration
be given to the assumption thet 'local control of schools
was a lemony consespence of local financing of the
schools and vice ems." tie went on to say:

I think it may well be that you can have
local coatrol of all the vital aspects of the pabbe
schools sad stall have tbe linandsg come at the
State Wel throne' State uses and not through
the local property tax.

"The State money, of coarse, would be ...
tributed on a pes student basis, daily attendance,
what-have-you, equaliy through in the districts of
the State..."

From then on it would not muter where you lived; you
would be getting the same educational service. Dr.
Conant then sired, "...who can my that, in most States
of the Union...?"

50

James E. Allen, h., now US. Commissioner of
Education, has further tiptoed this approach. Dr. Allen
expressed a belief that local school financing now
hinders achievement of several important educationsl
objectives including efficient and economic organisation
of the school system to deal with racial and social
imbalances. a dequateiked high schools, orderly
collective barpining. and reasonably equitable provision
of educational program wanly.

Local control in achool districts Inking enrolhnent,
area and resources in Dr. Allen's view become's:antral
of unduly limited opportunities and restricted choices."
In the trust sense, tool control Metes to the quality of
eduotion provided for the chldren of a locaftty and
involves the setection and deployment of the staff and
the deternination of the propam required to meet local
educational needs. Shifthig the financing responninlity
to tht State could enhance local control of this chancier
in Dr. ADen's opinion.

To niairrize the danger of dodge State control. Dr.
Allen suggested that safeguards for the preservation and
encouragement of local %nation and supplementation
be budt into State statutes. He guested the need for the
provision of accurate measures of educational need 'so
that State financing would recopize special situations
such as disproportionately large mambas of
disadvantaged darken, etc."

Fiscal feaslilfty stands out as the menial meoon-
dition to serious State consideration of these sugges-
tion. The Commission's Fled Defence tepott provides
reknint data foe 1966 on the question of fiscal feasi-
bility (table 17). More intendw me of personal income
and sales Uses is probable not pomble in many States
except by teaming a substanal portion of the propetty
taxspecifically the amount for schools in this case,

Meant Mot a State could have imposed personal in-
come and sales taxes st a level comparable to the average
use made in the top ten States uing each of these taxes.
Twenty-two States could hew substituted this yield for
school property taxes and ended up even ot with a net
addition to State general fonds. One or two other States
might have been added to the list if it were possible to
Watt local school support from property boos from
other sources of local support, tuch as charges for
various school services.

Considering the tradeoff of school property tax relief
foe higher personal MOWN and oaks taxes, State
assumption of substantially all elementaty and
secondary education o3sts is not beyond the realm of
accomplishment in a substantial number of
Statesparticularly when viewed as a long-range
objective. Admittedly. it would be most efficalt to
achieve in the big States such es New York and
California where per pupil expendituies as well as tax
burdens are high.
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Chapter IV

Financing Welfare and Health Programs

This chapter focuses attention on the shortcomings in
the present allocation of responsibility among Federal,
State and local governments for thc financing of the
poverty lclated functionspublic welfare and health pro-
grams. More specifically, it underscores the need for:
(a) assumption by the National Government of complete
responsibility for the financing of public walfare pro-
grams including Medicaid and (b) incorporation by State
governments of an cr,Jalization factor into their aid
systems for local public health and hospital programs.

FINANCING PUBLIC WELFARE
FEDERAL RESPONSIBILITY

Since enactment of the Social Security Act in 1935,
the United States has relied primarily on a system of
"poor reliel" that is both intergovernmental in character
and "categorical" in scope. The categorical nature of our
Federal.State public welfare system reflects a rather
deeply-rooted belief that public aid should be restricted
to those who are both virtually destitute and demon-
strably incapable of attaining economic self-sufficiency.
As a result, these federally.aided State administered pro-
grams provide public assistance only to particular groups
that are both poor and helpless. Collectively, these five
federally aided programs are referred to as categorical
assistancefor the aged (0/tA), families with dependent
children (AFDC), the blind (A8), the permanently and
totally disabled (APTD) and the medically indigent
(Medicaid).

In theory at least, the able-bodied poor, can receive
income support under general assistance, a program fi-
nanced completely from State and local resources. In
practice, most of the "working poor" or the employable
poor are not eligible for income support from public
fu nds.

The categorical ald system has also come under heavy
criticism because, until quite recently, welfare payments
were reduced dollar.for-dollar as earnings of recipients
increased. In effect, this constituted a 100 percent
marginal tax rate on earnings for welfare
recipientshardly an incentive to seek gainful
employment. Under the 1967 amendments, however,
States are required (effective July 1, 1969) to disregard

all earnings of school children, plus the first $30 per
month of othcr family earnings as well as one-third of
the remainder in computing benefits for families with
dependent children. Even this marginal tax rate of 67
percent, however, is still high.

Both thc Wert of universal coverage of the poor and
the built-in disincentives to gainful employment stand
out as major arguments in favor of the "negative income
tax." Under such a plan, thc Federal tax structure would
be used to narrow or eliminate thc poverty gapthe dif-
ference betwcen actual income and the critical level of
income that places the individual or family above the
poverty line. This difference would bc made up by the
payment of cash subsidics which are, in effect, negative
taxes. Although proponcnts differ as to whether the neg-
ative income tax should replace or supplement present
public assistance programs, this proposal is not further
discussed here since these plans are not intergovern-
mental in naturc, involving as they do direct payments
to the poor.'

Because of the growing interstate disparities in wel-
fare costs and program benefits, the second major char-
acteristicits intergovernmental natureis also coming
under heavy fire. Unlike education, the State and local
public welfare function has been heavily supported from
Frderal funds since the Depression of the 1930's, and in
1968, Federal aid dollars accounted for more than half
of all State and local expenditurc for "categorical" pub-
lic assistance.

It is significant that federally-aided public assistance
programs constitrted the first major effort at Federal-
State cooperatWn in an area that up to that time had
been left almost entirely to local governments. The avail-
ability of substantial Federal financing and Congres-
sional insistence that the States set up categorical pro-
grams to administer Federal welfare aid quickly forced
the States into this field in the 1930's.

Current Magnitudes and Trends

Government financing During 1968, Federal, State
and local governments spent more than $9.8 billion for
their public assistance programs (table 18). This was
about four times the 1950 magnitude and reflects both

61
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the expansion of programs and price level increases.
Despite this increase, this function has grown quite
modestly as a component of total general expenditure.
Indeed, while public welfare recounted for 8.8 percent
of total State and local general expenditure in 1967, this
was virtually unchanged from 10 years earlier but con-
siderably below the 13.3 percent figure registered in
1942.

The Federal Government has increased its relative I's-
nanc:al contribution between 1950 and 1968, the State
contlibution has dropped, while the local government
share has remained virtually unchanged since 1955. The
relative importance of these three sourccs of finance,
however, differs markedly among thc particular States,
reflecting both the nature of the Federal grant-in-aid and
State-local willingness and ability to support public wel-
fare (fig. I I and tables A-14 and A-15 9. In general, the
Federal share of public assistance tends to be highest in
the Southern Statese.g., Mississippi (78.6 percent),
Georgia (76.5 percent), Kentucky (76.2 percent).

Program recipients. As of December 1968, 9.7 million
Americans were receiving either categorical or general
assistance. By far the largest number, some 6.1 million
or 63 percent, received assistance under Aid to Families
with Dependent Childrena category that has grown
consistently and rapidly during the 1960's. An addi-
tional 21 percent were included under Old-Age Assist-
ance. This catcgory, however, has becn of declining im-
portance ever since 1950, both in relative terms and in
absolute numbersa decline due in part to expanded
social security coverage and benefits. Passage of thc
Medicare program also seems likely to diminish further
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Appendix tables appear at the end of each chapter.

the number of recipients in this category. Thus as more
of the needs of the elderly arc covered by social insur-
ance programs, this group will have somebut diminish-
ingneed for turning to public assistance. A similar rela-
tionship with the social insurance system may also ac-
count for the declining number of recipients under Aid
to the Blind as this ailment is especially common among
the elderly. As of December 1968, 82,000 individuals
received public assistance payments under this program.

The two other programs, Aid to the Permanently and
Totally Disabled and General Assistance, accounted for
roughly equivalent numbers of recipients-703,000 and
827,000 respectively. The former, however, has been
steadily increasing In numbers ever since it was intro-
duced in 1950 while the latter has declined continuously
during thc early 1960's, although there has been some
increase in recipients recently.

Interstate Variation in Public
Assistance Program Benefits

For each of the five public assistance programs, there
is a wide diversity among Statcs in program benefits.
Average monthly benefits per recipient for Old Age
Assistance during December .1968, for example, ranged
from a low of S3.5.75 in Mississippi to a high of 5116.15
In Ncw Hampshire, compared to $69.50 for thc nation
as a whole (table 19). Payments for Ald to thc Blind
varied from the Mississippi low of $44.70 per recipient
to the California high of 5144.20with a United States
average of $92.15. Similarly, payments for Aid to the
Permanently and Totally Disabled extended from a low
of S44.20 per recipient, again in Mississippi, to a high of
SI33.85 in lowawhile the national figure was $82.55.
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For each of these three public assistance programs then,
the ratio of high to low benefit levels among the States
was approximately 3 to I.

Diverse as the above ratios are, there is an even
greater variability for Aid to Families with Dependent

64

Children and General Assistance. For the former the
range extended from $8.50 per recipient in Mississippi to
$67.45 in Connecticutapproximately 8 to Iwhile the
national average was $42.00 (figure 12). Average month-
ly benefits per recipient for General Assistance extended

FIGURE 12

THERE IS TREMENDOUS INTERSTATE VARIATION IN
MONTHLY AFDC BENEFITS..11N

Average Monthly AFDC Payment Per Recipient, December 1968

Less than 220E3220 to 29.99 M $30 to 39.99 llin$40 to $49.99OS50 and over
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Source: Social Security Bulletin, April 1969, Table M-24.
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front $4.10 in Aikansas to $78.25 in Washington,
D.C.no less than a 19 to I ratio, with a national aver-
age of $44.70.

Financing Public Assistance:
The Intergovernmental Inequities

A sense of urgency surrounds the much debated "wel-
fare crisis." There is general agreement thi t present ar-
rangements for financing public assistance programs have
resulted in severe inequitiesboth among governmental
levels and among individuals. Much of the debate ulti-
mately turns on the matter of money.

Many States and localities arc confronting a loss of
confidence as they arc not able to provide the necessary
services demanded by an increasingly militant group of
"welfare activists." The growing "participation" by the
poor in shaping welfare programs is especially apparent
in urban States such as New York and CaliforniaStates
that find public welfare programs exerting rapidly in-
creasing claims on State and local revenue (figure 13 and
table A-16).

Central to the public assistance problem is the
limited jurisdictional reach of State and local govern-
ments. This has led not only to a strain on State-local
revenues, but to sharp differences in program levels both
among and within States. Further exacerbating the
public assistance dilemma, State and local governments
cannot effectively control shifts in the national economy
and the migration of the poor.

Locational pull and push. Under existing law the size
of the welfare payment depends on expenditure deci-
sions made by State and local officials. Since States pur-
sue different policies regarding their public assistance
programs, differences in service levels emerge, intro-
ducing the element of "locational pull" as recipients or
potential recipients seek those areas offering thu more
attractive programs.

A recent study by the Citizens Budget Commission of
New York found that Southern rural areas have suc-
ceeded in shifting the bulk of the nation's relief load to
Northern urban areas, a shift estimated to encompass
about 10 percent of the nation's relief roll since 1959.2
Singling out the Aid to Families with Dvendent Chil-
dren program, this study noted that Puerto Rico and the
nine States giving the smallest relief grants had cut their
share of the total national caseload from 30.3 percent In
1959 to 19.2 percent in 1967. By way of contrast, the
ten States with the highest level of payments saw their
share of such caseloads rise from 21.2 to 30.1 percent.
For the ten highest payment States, this increase aver-
aged 148.7 percent between 1959 and 1967, compared
to the national average of 74.9 percent and the 11.1
percent increase for the ten lowest payment States.

The study concluded that "the main force" causing
people to migrate was a desire to better themselves and
the "people don't come to New York City solely to go
on welfare." Nonetheless differences In program benefits

both among and within States introduce locational con-
siderationseither to capture higher benefit levels or to
avoid additional taxes required to Tmance such pro-
grams. Such locational factors then can distott the popu-
lation redistribution pattern both of individuals and
businesses and thereby promote uneconomic migration
patterns. Recently, for example, the New York State
Commission of Social Services upheld a New York City
decision to deny welfare aid to a mother and nine of her
twelve children on the ground that they left Mississippi
with the sole aim of going on relief. Coming to New
York, a woman with twelve children would receive an
added $640 per month. For the more typical family of
four, the same locational incentive applies.Such a family
in Mississippi receives an average monthly payment of
$35 but is eligible for $241 per month in New Yorka
$206 monthly differential that exceeds the $172 it
would cost such a family to travel by bus from Jackson,
Mississippi to New York City.3

The Advisory Council on Public Welfare summarized
these program inequities as follows:

Some 30 years of experience in having the im-
plementation of public welfare programs largely to
the fiscal ability and willingness of the State
demonstrates that inequities among the States,
between programs, and most important between
groups of recipients, will persist if the Federal
Government does not assume a stronger leadership

,role.4

National origins and interest. To a considerable ex-
tent the desire to improve one's economic condition is a
dominant consideration in the decision of many of the
poor to move. This seems particularly true with regard
to thc rural-urban redistribution that has marked the
American economy for many decades. By responding to
the transformation of the economy, such migrants act in
the national interestleaving labor surplus areas and en-
tering localities thought to have more remunerative job
opportunities. In this regard then, the migrant not only
promotes the national interest but actually responds to
forces that are national in origin. Nonetheless, in a very
real sense, the agricultural migrantlacking industrial
skills and trainingbecomes the social problem of the
cities and urban States. As such, questions arise concern-
ing the responsibilities of States and localities for
financing public assistance services.

To summarize then, the limited financial and jurisdic-
tional reach of State and local governments make these
agencies Inappropriate mechanisms to provide programs
designcd to redistribute income. Additional tax efforts
at the subnational level have deleterious "feed back"
effects on the local or State economyas the middle-
and upper-income classes and business see no additional
public services resulting to themselves. Such reactions
stimulate "tax-avoidance" thinking and therefore exacer-
1,ste Statelocal fiscal tensions where taxes arc avoidable
in a sense that a Federal tax is not. Nor can States and
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localities act solely with rega:d to the problems of the
poor. Like the Federal government, they must balance
competing demands for additional tax revenues; unlike
the Federal government, however, they must consider
the tax-expenditure mix of their neighbors as well. More-
over, to the extent that States and localities do provide
redistributive services, they are fmanced in the main
from tax sources that limit the redistributive effectthe
very effect that such programs are designed to produce.

Program Imbalances: City and
County Poverty Concentrations

The imbalance of public assistance recipients among
local jurisdictions was measured in each of the large cen .
tral citiescontaining 250,000 or more people in
1960and the counties in which they are located. For
these jurisdictions the number of public assistance recip-
ients as of February 1968 in each of four groupings of
programs was calculated as a percentage of the respective
Statewide total and then compared with the county-
State population and income ratios, as of 1960. The
public assistance programs considered were:

(I) All welfare recipients;
(2) Recipients of old-age assistance, aid to blind

and aid to disabled;
(3) Recipients of aid to families with dependent

children; and
(4) General assistance recipients.

In presenting such comparicons, it must be noted
that, with the exception of eight large central cities, the
data on public assistance recipients for the various pro-
grams are on a countywide bisis and are therefore com-
pared to county-State population and income ratios.
Thus, it is not possible to Isolate the public assistance
ratios for all of the very large central cities. Nonetheless,
many of the large cities encompass the vast majority of
the counties in which they are located; obviously, in
such cases, the city-county distinctions are not signifi-
cant. For example, Boston contains 88.1 percent of the
Suffolk County, Massachusetts population and, while
public assistence data are available only for Suffolk
County, the latter figures relate predominately to the
city of Boston. At the other extreme, however, there is
Long Beach, California, which contains only 5.7 percent
of the Los Angeles County population. Clearly then, it is
not possible to draw any conclusion about the public
assistance ratios specifically for Long Beach. To indicate
the degree that the large cities contain of their respective
county populations, the city-county population ratio, as
of 1960, was calculated and all the large central cities
presented in term, of this ratio.

As comparisons relate 1960 population and income
ratios to February 1968 public assistance proportions, a
source of distortion is, of course, introduced since the
population redistribution that has occurred since 1960 is
not reflected in the population or income ratios th:d
were used. Although the magnitude of the bias ths

results Is not known, its direction generally can be
presumed to understate the discrepancies. That is, the
large central cities havewith some exceptionseither
lost population or else have grown more slowly in recent
years than the surrounding suburban communities.
Moreover, large central cities have found their popula-
tion composition alteredas the rich move out to the
suburban areas and the poor move in. As a result, 1960
population and income ratios are probably higher for the
Isrge central cities and the counties in which they are
located than the actual 1968 population and income
ratiosthe preferred figures for comparison with 1968
public assistance recipient and payment ratios.

Despite these reservations, a general picture or im-
balance results for the largest cities and the counties in
which they are located, particularly for non-Southern
areas. Compared to population, a criterion frequently
used to measure the need for public goods and services,
mote than half of the fifty countiesand some two-
thirds of the non-Southern countieshad disproportion-
ate ratios of public assistance recipients and payments
(table 20). Equally important, these ratios reflect the
varying imbalances accounted for by the individual pro-
grams. Although the aged, blind, and disabled impose
particular problems for many countiesSouthern and
non-Southernit is the aid to families with dependent
children (AFDC) and general assistance programs that
present the greatest imbalances,
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Significant variations exist for specific jurisdictions,
revealing dramatic cases of "urban patholoe (figure
14). Baltimore City, with 30.3 percent of the Maryland
population and 28.2 percent of the aggregate State im
come, nonetheless contains:
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FIGURE 14

PUBLIC WELFARE CONTRIBUTES SIGNIFICANTLY TO
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Approximstely 70 percent of the recipients and
payments for public assistance programs in Mary-
land-2 1/3 times its population and income ratios.
Approximately 60 percent of the recipients and
payments for the aged, blind and disabledtwice
the population and income proportions.
Aga,n 70 percent of the recipients and payments
for aid to families with dependent children.
Over 80 percentor more than 2 2/3 times the
population and income ratiosof general assistance
recipients and payments.

A comparable picture emerges for New York City.
With 46 percent of the State population and 48 percent
of the income, New York City has:

72.5 percent of the State's welfare recipients;
75.2 percent of the State's welfare payments;
66.2 percent of the State's aged, blind and disabled
recipients;
70.1 percent of the State's aged, blind and disabled
payments;
73.4 percent of the State's AFDC recipients;
75.9 percent of the State's AFDC payments;
77.0 percent of the State's general assistance recip-
ients;
77.0 percent of the State's general assistance pay-
ments.

The remaining counties containing the 50 largest cen-
tral cities further illustrate the varying degrees of ins-
balance between public assistance programs and popula-
tion or income (table A-17). These program imbalances
serve to indicate the financial strain that public assist-
ance programs place not only on the particular local
jurisdictionwhether city or countybut, because of the
State local division of financial responsibilities, on State
governments as well,

State-Local Tax Differentials

The existence of poverty concentrations means, in
effect, that the States and localities must finance such
programs by disproportionate fiscal efforts if compara-
ble services are to be provided. These additional tax
efforts, however, must be made not only by govern-
mental units thatbecause of their limited jurisdictional
reachare unsuited to assuming responsibility for the
redistribution of income but from tax bases composed
of disproportionate shares of poor people, those with
the least tax paying ability.

To some extent such tax differentials can affect the
location of economic activity. There have been several
studies relating to this topic and their general conclusion
has been that because State-local taxes are so small a
part of total business costs, their impact cannot be
decisive in the ultimate locational decision.5 In the
main, however, these earlier studies have dealt with
interstate tax differentials and several reservations must
be added when intrastate locations] decisions are in
order.6

2 11

For one, there are bound to be instances where tax
differentials are important to firms that are on the
margin of profitability. Such firms or industries may
indeed be "sick," in the economic sense, but it is just
such firms that are most likely to employ the poverty.
pronethose with low skills, lack of education, etc.
Additional local taxes that cause such firms to relocate
out of the metropolitan region or to shut down comrn
pletely tend only to compound the welfare problem by
placing additional people on public assistance. The Ad.
visory Commission, in a previous study, summarized this
issue as follows:

The relative importance of the tax differential
factor in industrial location decisions appears to
increase as the location proccss narrows down to a
particular jurisdiction within a given region. As
among regions of the country, the non-tax factors
such as access to markets and to labor and com-
parative transportation and supply costs stand out
as the primary location considerations. As between
neighboring States, there appears to be no direct
relationship between industrial growth and tax dif-
ferentials due largely to the fact that States are
careful not to get "too fat out of line" with their
immediate neighbors. As among local governments
within a State and especially within a metropolitan
area, tax differentials exert discernible plant tom
tion pullthe industrial tax haven stands out as
the most conspicuous example. In almost every
metropolitan area there exist wide local property
tax differentialsa cost consideration that can be-
come a "swing" factor in the final selection of a
particular plant location.'

In addition to tax differentials, there are undoubtedly
other powerful forcessuch as population redistribu.
lionleading to the decentralization of economic activ-
ity away from the central city. In such cases, tax differ.
entials reinforce the lure of suburbia while adding
adverse effects to the central city economy. Moreover,
higher city taxes are likely to be of much greater impor.
lance relative to other business costs when the choice of
a location site is among alternatives within a single met-
ropolitan community where other business costs are
more homogenous than when different States or geo-
graphic regions are considered.

In a sense apart from the effects of actual tax differ.
ences on location decisions, there is thc very real fear
that further local and State taxes will adversely affect
the economic competitive position of the jurisdiction by
the possible consequences to existing businesses and in-
dividuals. While States and localities are passive reactors
to the population redistribution question, they are
surely keen competitors for new industry and job oppor.
tunitiesin some cases restricting their lax bases for a
period of years to induce favorable locations, thereby
reducing their revenues for financing public services.
When tax increases are required, however, Statesbut
particularly localitiescannot simply take into account
their own needs for public services; they must consider
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as well the further constraint on their actions imposed

by the tax rates of neighboring communities. To disre
gard this latter element could very well have the effect
of repellingrather than attractingnew industry and
thus may prove self-defeating.

Additional taxation at the subuational level can affect
the locational decision of individuals as well as busi-
nesses; the reason again being that at the subnational
level taxes are "avoidable" because of the relatively
limited Jurisdictional reach of States, and especially of
localities. Nor Is it possible to ignore the fact that in the
post-World War II period, State and local officials fre-
quently have been forced to adopt new taxes and to
raise the rates on existing levies. Such tax actions, neces-
sitated by thc relatively sluggish response of Statdocal
tax systems to economic growth and the continued in-
crease in expenditures for vital public services, have

hardened the opposition to additional tax increases and
make further tax efforts all the more difficult.

State Intergovernmental Programs
for Public Welfare, 1967

With relatively few exceptions, State (and Federal)
money for the categorical assistance programs was chan-
neled among localities in a fixed ratio to local expendi-
tures in 1967an approach that completely ignores
variations in local fiscal capacity (table A-18). This was
also the typical basis of support for the "other" public
welfare programsincluding local inspection of homes
and agencies caring for the aged or children, child wel-
fare services, public welfare administration, general re-
lief, etc.although a reimbursement basis for approved
local expenditures was also uscd by many State goverm
ments for these latter programs.

The general State failure to compensate for variations
in local fiscal capacity appears especially ominous. A
community's financial ability is surely a relevant meas.
ure if it is to support an on-going public service. More-
over, there is the demonstrated tendency for the poor to
clustermaking a minimal contribution to the jurisdic-
tion's tax base and exerting maximal demands for public
services. Yet in only seven States Is the financial ade-
quacy of the recipient locality given explicit considera-
tion in the State government distribution formula
Illinois, Minnesota, Montana, New Jersey, North Caro-
lina, West Virginia, Wyoming (table 21). Two general
equalization approaches emerge from the practices of
these States:

(1) Part of the State funds is distributed on an equal-
izing basis at the discretion of a State authority. This is
done in North Carolina for old age assistance, aid to
families with dependent children and aid to disabled.

(2) The State government picks up all or part of the
welfare program costs beyond the amount yielded by a
required local property tax rate.

Aside from the North Carolina provision, the equal-
ization feature relates mainly to State ald for the general
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relief. Such equalization provisions, then, help to pin-
point State financial assistance to those localities where
variations in local needs and resources are most striking.

State-Local Administration

Because of their highly "people.related" nature, the
Commission is convinced that public assistance programs
should continoe to be administered by State and local
officialsthose closest to the people and their problems.
At present, there are two broad approaches to the ad-
ministration of these programsState administration and
State supervision of locally administered programs.

In 1968 State administration was Ow practice in 29
State governments, the District of Columbia, Puerto
Rico and the Virgin Islands, while 21 States supervised
programs administered by local officials. Although there

are exceptions to the rule, the general pattern appearsto
be that lesser local financial participation results where
welfare programs are administered by the State (table
22). Indeed, of the thirty-three programs that are State-
administered, including the District of Columbia, Guam,
Puerto Rico and the Virgin Islands, 23 have no financial
participation by local governments at all.

To some extent, however, the distinction between
State-administration and State-supervision is more fluid
than the above dichotomy sumests. As the Joint Legisla-
tive Committee to Revise the Social Welfare Law of New
York notes, "In actual practice, a state-administetcd pro-
gram with a philosophy of strong local involvement can
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develop administrative procedures to effect substantial
local participation in policy determination and
bility in operations. Contrariwise, in a locally adrninis-
tered program State supervision can be so strong as to
approelt State administration." Regardless of the ati-
ministrative set.up, however, it is the State agency that
remains responsible for the development and adrninistra-
tion of the State plan. These two approaches nonethelen
involve differences regarding several issues related to the
"delivery" of public assistance services. At the heart of
the debate between State versus local administration is
the conflict betvizen uniformity over large geographic
areas and local experimentation and participation in the
provision of this public service.

Among the major arguments advanced for State-
administration, listed with no particular riorities, are
the following:

(1) Consistency in philosophy and goals are more
readily attained throughout the State.
(2) Uniformity of administration and standards as
well as in the application of laws, policies, and proce-
dures is more likely to result.
(3) Responsibility is fuced and visible in State admin-
istration.
(4) Enforcement of standards is promoted.
(5) Long.range planning, both statewide and in rela-
tion to speciPc local areas, is facilitated.
(6) There is ability to implement change generally
and informally.
(7) Better distribution of work load and hence great-
er productivity result from State administration.
(8) Career potentials are enhanced under State ad-
ministration which can provide promotional oppor-
tunity, transferability, standardized salaries, and
effective training programs.
(9) Program control is facilitated.

213

(10) Shnplification of parer work is more likely.
(I I) A general upgrading and greater uniformity in
all services and in professional standards should re-
sult.
(12) Better coordination with other State-adminis-
tered programs can be achieved.
Various arguments, however, are also presented in

favor of local administration of public welfare programs.
Included among these are the following:

(I) Public welfare services should involve direct local
participation which is best promoted by local admin-
istration.
(2) Community planning is facilitated.
(3) Interagency cooperation and coordination at the
community level are easier to attain.
(4) Local people have a better understanding of the
needs for local services.
(5) There is more likelihood of experimentation and
demonstration.
The above argun, -.nts specify the hard choice between

State-administration and State-supervision of locally Id.
ministered public welfare programs.9 If "late treatment
of like individuals" can be accepted as a criterion for
judeng the alternatives, then the arguments favoring
State-administrationwith its broader jurisdictional
reachwould appear the most persuasive. Nor are experi-
mentation, demonstration projects and comprehensive
studies of local needs incompatible with State-adminis-
tered welfare programs. On the other hand, some hold
that if "local self government" is to be a continued vir-
tue of the federal system, then local administrative par-
ticipation must be retained.

FINANCING PUBLIC HEALTH AND
HOSPITAL PROGRAMSTHE EQUALIZING

ROLE OF ME STATE

Vast changes have marked the delivery of public
health and hospital services over recent decades. Due in
part to the economic growth and prosperity of the
country as well as the process of technological advance,
the content of such services has shifted radicallyaway
from the communicable and infectious diseases, once the
predominant causes of death, toward the chronic
diseases and degenerative disorders. Thus while there has
been an overall decline in mortality rates, there has also
been a shift in emphasis from diseases of the young to
the health requirements of the elderly. Such changes are
not simply a product of the past; they are part of the
growth and development of the country and as such will
undoubtedly characterize the future.

Acting as a partial offset to the favorable effects of
growth and technology, however, has been the
continued process of urbanization. This factor, projected
to intensify, has heightened awareness and concern over
the problems referred to us environmental health. Indeed
this field, with its roots in the massing of population in
limited areas, seems destined to be of increasing
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Importanceencompassing as it does water and air
pollution, the effects of noise on human development
and, related in part, the entire area of mental health.

Changes in the types of disease and their more
complex and capItal-intensive treatment have led to new
Institutional arrangements and approaches for the
provision of public health facilities. Indicative of this Is
the growth of regional medical complexes designed to
bridge the pp between research and general medical
cart. Such agencies provide assistance to hospitals and
health agencies, among others, for the planning and
operating of research, training and demonstration
programs relating to heart disease, cancer, stroke, etc.
Similarly, the comprehensive neighborhood health
program attempts to bring a broad scope of health
services within the range of the poor. This program
includes, but is not limited to, preventive, diagnostic,
treatment, rehabilitation, mental health, dental and
follow.up services.

Problem of environmental health underscore the
need for an approach wider in geographic scope than the
locality. Air and water pollution, noise abatement, etc.,
cannot be handled effectively by governments with
limited jurisdictional reach. Extending over broader
geographic areas, Inter-community efforts are required.

Cunent Financial Magnitudes
and Trends

The provision of health and hospital facilities Is a
responsibility shared not only among the three
governmental levels but with the private sector as well.
During 1967, the nation speut $50.7 billion for health
and medical care, the equivalent of 6.4 percent of the
total output of goods and services (GNP). By far the
dominant source of Mum.. was the private sector,
accounting for $32.8 billion or 65 percent of the total
(figure 15 and table 23). Of the $17.8 billion that was
financed by the public sector in 1967, $11.8 billion, or
6 6 percent, came from the Federal Government
(virtually all direct payments for medical and hospital
services and facilities and for medical research and
training), and the remaining 34 percent came from
States and localities.

This 1967 pattern of financing health and medical
care services and facilities represents both a new

72

2 1 4

Promo dketralar

044444r of Pal*

trell r4
(MI

14 34

11 41
11 11

11

11 11

11 11

I/ 1.1

11 11

departure as well as an acceleration of a trend that has
prevailed during the 1960's. The 1967 composition of
privatepublic expenditures (65 percent to 35 percent)
entalls a major change from the roughly 3 to 1 ratio thzt
characterized each of the years 1960-1966. This relative
expansion in public sources of financing was due in good
measure to the implementation of the Medicare program
of health insurance for the aged (effective July 1, 1966),
and the expansion of other Federal programs. For these
reasons, not only has the Federal contribution grown
faster than the private seetor but it has outstripped the
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State-local sector as well. While the Federal source of
public funds has increased throughout the 1960's, the
expansion in dollar amounts between 1966 and 1967
alone was greater than that for the six-year period
1960-1966. Although 1966 marked the first year in
which the Federal component dominated the public
financing of health and medical care, the Federal share
jumped to nearly two-thIrds of the public funds in 1967.

In addition to the public-private financial shifts, there
have been significant departures within the private
component as third party payments have risen and
consumer out-of-pocket expenditures declined in relative
importance. Encompassing mainly public health
insurance benefit payments and governmental
expenditures (including those for the Medicare program
of health insurance for the aged), such third party
payments have advanced from $3.9 billion or 35.1
percent of personal health care expenditures in 1950 to
$24.6 billion or 56.0 percent in 1967.

State-Local Expenditures for
Health and Hospitals, 1967*

State and local governments spent a total of $6.6
billion for their public health and hospital programs In
1967, the equivalent of $33.58 per capita (table A-I9).
Of this amount, sbout 5 percent came from the Federal
Government, nearly half from the State governments
and about 45 percent from localities (figure 16). While
this represents the governmental sources of financing of
the nation as a whole, there are substantial differences
among the individual States. There is also a marked
diversity in per capita spending for publ:c health and
hospital programs among the States. Compared to the
U.S. average of $33.58 per capita, the District of
Columbia spent nearly 2i1 times that amount $81.83
per capitawhile South Dakota spent less than half,
$14.82 per capita.

For State governments such expenditures are

relatively minor components of their total budgets.
During 1967, State expenditures for public hospitals
amounted to $3.0 billion while an additional $686
million was spent on public health. This represented 5.6
percent and 1.5 percent respectively of total State
general expenditure.

By far the largest portion of SV.le government
expenditures for public health and hospitals are made
directly. Some $2,9 billion of the $3.0 billion spent by
the States for public hospitals was spent in this manner
while $500 million of the nearly $700 million spent by
Stet es for public health progams was direct
expenditure. Not only are intergovernmental payments
for public health and hospitals ($185 and $115 million
respectively) far less Important than direct State

expenditures for these purposes, they together

n this and following sections, U.S. BUltall of the Census
ilnanclal data are used. These amounts are not directly compare.
ble to the data used In the previous section.

represented but 1.6 percent of total State
intergovernmental payments in I967a continuation of
their generally declining importance from the 2.5
percent figure registered in 1952.

State intergovernmen tal Programs
for Public Hospitals, 1967

State governments differ not only in the Slate-local
division of financial responsibility but also in regard to
the particular hospital programs that are State supported
and the bases used to allocate State funds among locali-
ties. During 1967, ei3ht State governmentsAlaska, Con-
necticut, Delaware, Maine, New Hampshire, North
Dakota, Rhode Island and Vermontdid not make any
local payments at all. For the 42 State government' that
did, these payments covered a variety of programs:

(I) Hospital construction-41 States channeled either
Federal or Federal and State aid for this purpose;
(2) Tubercular institutions or patientssupported by
14 State governments;
(3) Hospital care for indigentssupported by 4 State
governments;
(4) Other hospital programssupported by 3 State
governments;
(5) Hospital care for mental patientssupported by 3
State governments;
(6) Hospital care for crippled childrensupported by
2 State governments, and
(7) Cancer controlsupported by I State govern-
ment.
These items represent only the intergovernmental

programs supported by State ald. Because they exclude
direct State expenditures (data for which are not avail.
able on a program basis) they are not intended to meas
ure the total State response in a particular area.

Thls diversity in programs is matched by an equally
diverse set of formulas for the distribution ofState sup-
port. The one clear finding to emerge, however, reFird.
ing State aid for such programs is thatwith the excep-
tion of one program in one State (tuberculosis hospitals
in Washington"needs" factors (e.g., caseload) are the
basis for the State distribution. Aside from the hospital
construction program, which is partly supported by Fed.
eral funds and allocated in fixed proportion to local ex-
pendltures for approved projects, the most frequently
used method is to provide State aid at a specified rate
per patient per day or some other time period (table
A-20).

State Intergovernmental Programs
for Public Health, 1967

As In the public hospital arca, there is a wide diversity
in the degree to which States use intergovernmental
mechanisms for the financial support of public health
services. During 1967, 12 StatesAlaska, Arkansas, Dela-
ware, Hawaii, Idaho, Maine, Mississippi, Montana, New
Mexico, Oklahoma, Tennessee, and Vermontdid not
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make any intergovernmental payments at all but pro-
vided health services on a direct basis. The remaining
States made payments to localities for the following pin-
poses:

(I) County or local health work-27 States;
(2) Care of tuberculosis patients-2 States;
(3) Public health assistanceI State;
(4) Care of crippled children-3 States;
(5) Programs for handicapped childrenI State;
(6) Mental health programs-14 States, and
(7) Nursing aid-4 States.

Again, the above include only the programs supported
by State grants, and exclude direct State expenditures
for comparable purposes.

By far the most frequently used basis for distributing
State fbnda for these public health programs is in fixed
proportion of local expenditures (see table A.21). Other
methods 111 common use are: for the State Department
of Public Health to make the distribution; for State pay-
ments to simply reimburse localities for approved health
aervkes; or to specify a particular rate for some time
period. As in the field of public hospitals, the factors
used to determine the distribution of State payments to
localities almost exclusively represent "needs". The only
programs where fiscal equalization plays any role is for
the State support of county or local health programs in
New Jersey and for the care of crippled children in Cali.
fornia.

Concludon and Policy Implications

The above summary and examination reveals that
with but few exceptionsthe goal of fiscal equalization
is not pursued in current State intergovernmental aid for
the support of public health and hospital programs. In .
deed, there is virtually exclusive reliance upon distribu.
tion factors representing "needs" for such services.
Nonetheless, if public health and hospital facilities are to
be provided by localitieswhether rich or poor
equalization provisions will have to be implemented to
avoid a disproportionate local tax effort by poorer juria.
&dons; such provisions to be used in conjunction with
needs criteria.

The findings also support the view that State govern.
ments deal with poverty-related programs in the fields of
education, welfare, health and hospitals on a program by
program basis. This approach, even where effective, does
not capture the essentially common element that per-
vades these programsnamely their relationship to
poverty. Some States provide one service directly while
using an intergovernmental device for another, making
an overall evaluation of their poverty.related efforts the
more difficult. in view of the numerous and divergent
allocation criteria used to apportion State programs in
poverty-related services, States should exploit every
opportunity for combining separately administered pro-
gramsparticularly in the poverty.related serviceswith
a view to considerable comolidation of narrowly defined
program grants.

Footnotes

'The subRct of the neptive income tax is Bally explored by
Christopher Green, Negolfve nixes end the Poverty froblem,
The Brookings Institution (Washington, D.C.: 1967).

New York 71mes, October 4, 1968, p. 28.

311b8 Street/carnal, October 14,p S.

4U.S. Advisory Council on Public Welfare, Having the ihsrrer,
We Hate the Duty, (Wuhington, D.C., U.S. Government Printbtg
Office: June 1966), p. 10.

5See, for example, John F. Due, "Studies of State-Local Tax
Influences on Location of lndustry,"Nattonal nix !owing, VoL
14 (lune 1961) for a review and sources of the literature.

6
See Dick Net:et, "Federal, State and Local Finance in a

Metropolitan Context," In Harvey S. Perloff and Lowdon Wingz
Inc., John' Hopkins Press, 1968, elpechily pages 444445,

1Advisory Commission on intergovernmental Relations,
1971rantiponp. 7ang.d79In.dustrial Location, A-30, (Washing-

Stotanc:64(frerlia,l

e
New York, Legislature, Joint Legislative Committee to Re-

vire the Social Welfare Law of New York State, Report, Legisla-
tive Documents (1969), No. 9, (Albsor. 1969). P. 179.

9
For Anther discussion see Ibid., pp. 107-114.
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Chapter V

Financing HighwaysThe Urban Requirement
The construction and maintenance of highways and

streets is the iecond most costly domestic governmental
functionnext to education. Total public highway ex-
penditure amounted to about $14 billion in fiscal 1967
with virtually all of this spending actually done by State
and local governments. Like public education and wel-
fare, however, the building of public roads involves ex-
tensive intergovernmental financial participation. By
their very nature, road facilities are designed to connect
geographic areas. As such, this function is marked by
"benefit-spillovers"as the benefits of such facilities ex-
tend beyond the areas in which the facility is located.
These spillover effects also differ markedly among the
several classifications of road systemsbeing substan-
tially greater for interstate than for fann.to.market
roads.

HISTORICAL TRENDS OF
STATE HIGHWAY AID

Significant Federal Government participation in the
highway program goes back to 1916 when the Federal
aid highway program was inaugurated. Prior to that,
roads and streets were left almost entirely to counties
and citiel. Thus, in 1902 Stites provided only 3 percent
of the $175 million spent on highways. By 1913, the
State share had risen to 7 percent. In 1922, with- the
Federal aid highway program underway, Federal aid fur-
nished 7 percent of the $1.3 billion highway bill and the
States were putting up almost one-fourth the, non.federal
cost.

Heavy State fmanOal involvement in highway con-
struction and mainten.ince started with the Federal aid
program, which from Are beginning required dollar for
dollar matching. In order to administer the Federal-State
program, each State had to establish a highway depart-
ment; to fmance their share of the costs the States began
to levy motor fuel taxes in 1919.* By 1929 all States
were collecting such taxes (Hawaii adopted a gasoline
tax in. 1932 and Alaska in 1946).

The use of Federal aid funds was restricted to the
development of State primary highway systems until the

*AD States were already registering motor whisks by 1914,
but this was primarily a regulatory rather than a revenue meas-
ure.

mi41930's when the program was broadened to include
secondary roads and the urban extenaions of State high-
waya. This Federal aid program, noviknown as the "reg.
ular" or "A.B.0 program," has generally supported less
than 12 perctnt of State and local highway expenditure
until establishment of the massive interstate highway
program in 1956. By 1967, Federal highway aid
amounted to about 54 billion (S1 billion "regular" and
$3 billion interstate), almost 30 percent of total expen-
diture for highway construction and maintenance (figure
17 and table 24). Federal highway aid continued at

100
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about the $4 billion level in fiscal 1968 and 1969 and is
budgeted at $4.5 billion for focal 1970.

The States' share of non-federal highway financing
grew steadily until the beginning of World War 11,
dropped during the War, and since 1952 has fluctuated
between 67 and 71 percent of State and local spending
for highway and street construction and maintenance. In
1967, the States financed 71 percent of the $10 billion
non-federally fmanced highway. bill. Of the $7 billion
the States spent from their own sources, S1.9 billion was
in the form of financial aid which compsised over
two-fifths of all local highway spending, up from
one-third in 1948.

There is a marked diversity among the States in their
1967 highway financing patterns (figure 18 and table
A-221. The proportion of Federal financing ranged
from less than 20 percent in five states to SO percent or
more in the sparaely settled Mountain States and Alaska.
There was also considerable variation in the State-local
division of responsibility for highway financing.. Those
States (mainly in the South) that have tcken over
administration of all or most of the secondary system
financed over four-fifths of the non-federal costs, atile
others (e.g., Delaware, Kansas, Massachusetts, Nevada,
New Jersey and Wisconsin) left a considerable portion of
street and road financing to local governments.

By the same token, the proportion of State highway
aid also differs among States, ranging from less than five
percent of local expenditure in sevei States (three of
which paid no aid) to over SO percent in seventeen.

STATE HIGHWAY PROGRAMS

States pursue differing approaches in aiding their
localities to build and maintain streets and highways. In
a few States, responsibility for construction and
maintenance of rural highways is retained at the State
leveL All States construct extensions of the State
highway systems in municipalities and all States except
Maska, Hawaii and West Virginia make grant-in-aid
payments to their localities, almost entirely in the form
of shared highway-user revenue.

'Appendix tables appear at the end of each chapter.

227

Grant-In-Aid Allocation Fornaiks

Highway aid payments are allocated among local
governments on a formula basis. Usually these formulas
are related to the disposition of State highway-user
revenues: a portion (generally in percentage terms) to
the State highway fund; part to rural local governments
(counties and townships); and part to municipalities. To
determine how much goes to each local government,
States may use a combination of factors, such as road
mileage, area, gasoline sales, motor vehicle registrations,
and populationall of which are designed to serve as
measures of local "needs" for highways. Generally the
rust four factors are used to apportion funds for rural
roads while population is used to apportion funds among
municipalities (table A-23). An additional measure of
local "needs"and one that is rarely included in
allocation fomailuis a specific cost factor; also
generally absent is a measure of local fiscal capacity to
support public roads.

Rural vs. urban redinents. Sharp differences mark
both the magnitude of State highway aid and the
distribution of such funds between rural and urban
recipients. Thus, with a U.S. average per capita "State
aid for highways" payment of $9.45 in 1967, eight
States (including Alaska, Hawaii and West ruginia with
no aid payments)* paid less than $I to their local
governments and 24 Stites Paid out more than $10.
Iowa and Wisconsin made, the largest per capita aid
paymentsS23 and $22 respectively (table A-24).

Of the $1.9 billion the States transferred to their
heal governments, in fecal 1967, $1.2 billion, about
two-thirds, went to counties and townshiPs largely for
ruril roads, 'and $614 million, one-third, was paid to
municipalities.

In eight States all or virtually all the highway aid was
paid to counties, although Alabamaone of those eight
Statesrecently revised its allocation formula to provide
a small share to its municipalities. On the other hand, in
Delaware and North Carolina all or substantially all State
highway aid was paid to municipalities, while Virginia
pald over three-fourths of its highway aid to cities. These
three States administer all or most of the county road
systems, as does West Virginia, which together with
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Alaska and Hawaii' shares no highway-user revenue with
local governments.

Townships received substantial amounts of highway
aid in -a dozen States, including all six New England
States where those governments perform both urban and
rural functions. In the other six States, highway aid to
townships is primarily for rural roads.

A somewhat more precise distinctiA between rural
and urban roads and streets is made by the U.S. Bureau
of Public Roads. That agency distinguishes certain
counties as urban and also classifies townships in New
England, New Jersey, New York and Pennsylvania as
rural or urban on the basis of population density.e
Nonetheless, the general picture is one of rural
dominance, with only 35.8 percent of the State highway
aid going for urban streets in calendar 1967 (table A-25).

There has, however, been some diminution of this
rural dominance. Both Census and Public Roads data
reveal significant increases since 1962 in urban highway
aid, with outstanding upward shifts in certain States (fct
example, Arkansas, California and Georgia): Nationally,
aid for urban streets rose considerably more between
1962 and 1967 than did aid for rural roadsup 70
percent for the former and only 30 percent for the
latter. As a result, the proportion of State highway aid
for urban streets rose from 30 percent to 36 percent
over the five-year period.

Direct State Expenditure on
Rural and Urbsn Highways

In addition to transferring the $1.9 billion of highway
aid to their counties and namicipalities, the:States
themselves paid $9.4 billion for highway construction
and maintenance in fiscal 1967about two-thirds of all
highway expenditures. Over $5 billion represented State
construction and maintenance of the State primary
roads, including each State's portion of the interstate
highway system. In addition, the States spent directly
some $580 million on secondary (rural) roads under
their cor.trol and about $350 million on rural roads
controlled by counties and townships. They also spent
$2.7 billion for construction and maintenance of

*In Hawaii, however, the registration of motor vehicles is a
local government function, and the total proceeds from motor
vehicle registration tees is retained locally.

**There are some conceptual differences between "State inter-
govesnmental expenditure for highways" as reported in Census
Bureau government finance data and "State grantwin-ald for
local roads and streets" as reported in the Highway Statistics
series of the Bureau of Public Roads. As a remit, although the
totals are almost identil there are significant differences for
Individual States. The Highway Sad:ties reports, for example,
include retained shares of locally collected State motor vehicle
registration fees with State aid; the Census data count such
amounts(which are substantial in sane States, e.g., Hawaii, Mon-
tana awl Texas) as local taxes. On the other hand, Census data
report as State intergovernmental expenditure payments to local
governments which act as contractors for the States, while the
public roads data count such payments as ditect State expendi-
ture.
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municipal extensions of State highways and another $50
million on locally controlled municipal streets.

RURAL DOMINATION OF
STATE HIGHWAY PROGRAMS

The modern highway program was started in 1916 as
a move to "get the fanner out of the mud." Most of the
paved roads at that time were in cities and towns and
extended along Main Street into the adjacent rural area
for a short distance, where they terminated abruptly.' It
was already obvious that the automobile would become
the major means of transportation and that from and
cities would have to be connected by a new road system.
Thus, the highway program was started in order to
develop a system of rural roads and, in fact, the Federal
Aid Road Act of 1916 placed the responsibility for
administering the program in the U. S. Department of
Agriculture.

As noted, there has been some shift in the allocation
of State highway aid funds toward urban areas,
especially in the past decade during which urban
transportation needs have received greater Federal and
State emphasis. Nevertheless, urban highway needs still
far exceed the rmancial assistance they receive. On the
basis of 1958-59 data, PhRip H. Burch, Jr. found the
urban proportion of State highway aid to be 23.5
percent, less than half the estimated "percent that local
urban highway costs should be of total local highway
costs."' Looking at total State highway expenditure
(direct and State aid), Burch found that about
one-fourth was spent on State and local urban arteries in
the three year period 1957-1959, estimating the
"probable proper percent of State highway funds that
should be expended on State and local urban arteries" at
44.7 percent.3 A similar conclusion can be drawn from
current highway statistics. Of total State expenditure for
highway construction, maintenance and grants in 1967,
31.4 percent was for urban streets and 68.6 percent for
rural roads (figure 19 and table 25). Yet half of all
mo#3r vehicle travel in 1967 (an estimated 483.8 billion
vehicle miles out of a total of 965.1 billion) was on
urban streets.

The number of vehicle miles travelled, however, is
only one of the relevant factors in measuring the
urban-rural allocation imbalance. The concentration of
usage is anotherthe same volume of traffic is carried on
urban streets (with less than 15 percent of the total
street and road mileage) as on all rural roads. The much
higher cost of acquiring rights-of-way and the costs
involved in sub-street facilities such as sewers and utility
conduits stand out as other impnrtant ,cost
considerations. The US. Bureau of Public Roads
estimates, in connection with construction of the
interstate highway system, that a mile of urban
extension has cost four to five times as much as a mile of
rural road.
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FIGURE 19

RURAL ROADS DOMINATE STATE EXPENDITURE
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A recent report of the Senate Committee on Public
Works took note of the rural-urban highway imbalance,
stating:

From as far back as 1920 to the present, about
half the motor vehicle miles of travel have been
driven in urban areas; but during this entire period
the proportion of total Federal and State
investment in urban highway improvements has
been considerably less than this. Vehicle miles of
travel alone is not an entirely valid measure of
relative need for highway investments, of course.
But it is a reasonably satisfactory indicator of the
tendency, over the years, to allow deficiencies in
the urban highway plant to accumulate more
rapidly than in rural areas and also for such
deficiencies to be corrected using other than
highway user revenue.4

.The Alabama allocation formula for distribution of
motor fuel tax receipts illustrates this rural dominance.
Before revising its formula in 1967, Alabama allotted a
total of $62,500 to all its cities and towns and divided
3/7 of the 7-cent tax egially among its counties. Under
this formula the cities received $62.5 thousand and the
counties received $54.4 -million in 1966. Under the
revised formula, the counties are allocated 55 percent of
the tax proceeds (after, certain deductions), and of this
amount, 45 percent is eivided equally among the
counties and 55 percent in proportion to population.
Ten percent of each county's share is then allocated
among iti cities and towns in proportion to impulation.5
Roughly, this wcrks out to about 50 percent of the net
proceeds for rural roads and 5 percent for urban streets
(see table A-23). In calendar year 1967, the counties
were paid $44.2 million and the cities and towns
received $1.1 million, reflecting in part the provisions of
the new allocation.' Even on a straight mileage basis,
municipal streets repiesent about 15 percent of the road
mileage under local control in Alabama (9,148 of a total
of 55,573 miles).7

Stale-Local Divon of Responabaity
for Rural and Urban Highways

States have not only provided a disproportionate
share of. their intergovernmental highway, aid to rural
areas, they have .also directly assumed a greater
responsibility for provision of rural than of urban
highway. facilities.. This reflects more thin a
rural-oriented bias, however, as many of the sparsely
settled and poor jurisdictions simply cannot provide the
requisite road facilities at "efficient" costs. Thus, to
avoid duplication of administrative. facilities and to
secure more intensive. use of capiial equipment, the
larger unit of State goveniment hai taken over this
functional respon.foility. States now assume
responsibility for 90 per.ent of the expenditure (from
both Federal and State funds) for construction and
maintenance of iural roads in contrast to about
three-fourths of the spending on urban streets (table 26).

87
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In addition to administering the State prirnary system;
which is entirely nual except for the urban extensions;
and handling the construction of the interstate system
(aho predominately rural), many of the States have been
taking increasingly direct responsibility for construction
and maintenance of secondary roads. State roadbuilding
in urban meat,' howeier, has been confmed to the costly
urban extensions to the State primary and interstate
systems. While State highway departments rarely build
or repair a city street not on the State system, States are
heavily involved in the farm-to-market roads of counties
and rural tosmships. Gradually, however, the States have
been increasing their share of urban street
financingfrom 74 percent in 1967 to an estimated 76
percent for 1969.

Presently about one-fifth of the total road and street
mileage in the United States is administered by the State
highway agencies (table 27). This includes a little over
500,000 miles in the State primary and secondary
systeMs, about 140,000 miles of county..roads under
State control and almost 70,000 miles of municipal
extensions of State primary and lecondary systems. This
leaves 2,320,000 miles of (mainly) rural roads. and
450,000 of eity streets under local control.-

Hoy/ -much .of this vast amount of developed and
undeveloped mileage should be taken over by State
highs* depaitments,- how much 6f the mileage nOw
controlled'. by townships 'should be taken over by
countlei; and how much of the Mileage in Urban areas
should be assipied.tn gioups 'of ,counties and
municiPalities in inCinipolitan. ,areas ire as yet
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unresolved questions. Economic considerations of
efficieney and local fiscal ability must b.: balanced
against political considerations of "home rule." In some
States; for example, townships still exist for the sole
purpose of maintaining rural roads. Close legislative ex-
amination:might . well indi:ate that transfer of responsi-
bility for such roads to the counties would result in
more effective road management. Those States that
assumed control of all county roads (mainly to help the

- counties out of a depression situation in the 1930's) may
find it propitious to retum portions to the. counties.

Detezmining the allocation of highway responsibility
between a State and its local government requires a func-
tional classification of the highway network. Although
no standard highway classification framework presently
exists, one is being developed by the Federal Highway
Administration in cooperation with the State highway
depaitments. When completed (a report is due to Con-
gress early in 1970), the national classification should
provide a workable basis for States to assume or to share
their responsibility for administering highways, roads
and streets.

230-

EARMARKING StATEIIIGH-WAV:USER
REVENUE: ME

"ANTI-DIVERSION ISSUE"

Highway-user resienuesmotor fuel taxes, automobile
registration fees, truck licenses and the likeare dedi-
cated to highway purposes in most States. Twenty-eight
States have seared into their constitutions the require-
ment that receipts from all or some of those sources
must be placed in a special highway fundthe so-called
"anti-diversion amendments." Most of the other States
have statutory earmarking of highway-user funds. The
champions of anti-diversion, however, have not scored a
complete victory. Alaska, Delaware, New leney, New
York, and Rhode Island place all their motor fuel tax
and motor vehicle registration revenues into general
funds, thereby subjecting these funds to the same legish-
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FIGURE 20

SONE STATES DIVERT CONSIDERABLE

PORTIONS OF HIGHWAY TAXES

Percentage of Highway User Taxes Applied to Neonignway Purposes, iSi

Nona 1:1 Loss than 5% El 5 - 14.9 15 - 24.9 25 ond over

*States with constitutional anti-diversion provisions.

Source: Table A-26.

tive appropriation process as other general fund rev-
enues.

Less than 10 percent of the $7.5 million of State
motor fuel tax and motor vehicle registration fees avail-
able for distribution (after payment of collection and
administration costs) went for non-highway purposes in
1967 (figure 20 and table A-26). The five States that
provide for general fund appropriations accounted for
20 percent of the S640 million so diverted. California,
Florida. Texas and Washington accounted for most of
the remainder. Twelve of the 28 States with anti-
-diversion constitutional provisions (including California,
Texas and Washington) spent some highway-user rev-
enues for nonhighway purposes, although aside from the
three States mentioned above, the amounts were nomi-

The pressure for earmarking highway-user revenue
came, understandably, from motor vehicle owners who
believed that this was the only way to assure the devel-
opment of a good road system. As the use of the auto-
mobile increased by leaps and bounds, the demand for

231

earmarking became almost irresistable. Theo pressures
had their effectthe "dedicated" funds helped under-
write the cost of constructing and maintaining the most
extensive (and expensive) highway network in the world.

Most of the State anti-diversion constitutional amend-
ments were adopted after enactment of the Hayden-
Cartwright Act of 1934. Section 12 of that Act, still in
the Federal statutes, argues strongly against diversion:

Since It is unfair and unjust to tax motor-
vehicle transportation unless the proceeds of such
taxation are applied to the construction, improve-
ment, or maintenance of highways, after June 30,
1935, Federal ald for highway construction shall
be extended only to those States that use at least
the amounts provided by law on June 18, 1934,
for such purposes in each State from State motor
,e.hicle registration fees, licenses, gasoline taxes,

and other special taxes on motor-vehicle owners
and operators of all kinds for the construction,
improvement, and maintenance of highways and
administrative expenses in Connection therewith,
including the retirement of bonds for the payment

( .../

89



8513

of which such revenues have been pledged, and for
o other purposes, under such regulations as the
Secretary of Commerce shall promulgate from
time to time.°
Because the penalty for diversion under this provision

is still based on the situattim as it existed in 1934, it is
no longer of consequence. No State now spends less on
highways than it applied to that function from highway-
user funds in 1934. The last penalty was imposed in
1940.9 Yet, this Act continues to hold the Federal Gov-
ernment to the principle of anti-diversion. Interestingly
enough, the Federal Government did not apply this prin-
ciple to its own highway program until 1956, and then
only in part, when Congress enacted the Highway Rev-
enue Act creating a Federal Highway Trust Fund. To
that fund accrue most Federal highway-uwr revenues
with one notable exceptionthe excise tax on auto-
mobiles. That tax, which yields annually some $1.5
billionabout one-third the total revenue of the High-
way Trust Fundis used for general purposes.*

While there has been limited diversion of highway-
user funds to nonhighway purposes, there has been con-

siderable "diversion" of general revenue funds to high-
way purposes. Of the $3 billion-plus that local govern-
ments spent for highways in 1966 from their own rev-
enue sources,'" $1.2 billion was fmanced from property
taxes and special memento, about $1 billion from gen-
eral fund appropriations, and approximately $650 mil-
lion from borrowings.19 Local governments obtained
only minor amounts of revenue from local highway
impsts.

The fact that local governments spend considerable
amounts of nonhlghway user taxes to build and maintain
streets and roads is recognition of the fact that the gen-
eral taxpayer benefits from highway programs. By the
same token there are spillover social costs that can be
attributed to the highway programfor example, those
involving the displacement of houses and buiinesses.
These costs and the complex highway and mass transit
needs of an urban society call for a broadened applica-
tion of highway-user funds to transportation purposes in
addition to the construction and maintenance of streets
and roads. The mass transit problem is discussed in the
next chapter.***

Footnotes

1Urban Roads, Hearings Before the Subcommittee on Roads
of the Committee on Public Works, U.S. Senate, 90th Congress,
1st Session, Part I, p. 153.

2Burch, Philip H., Jr., Highway Revenue and Expenditure
Polity in the United States (Rutgers University PIUS, New
Brunswick: 1962), p. 125.

3Ibid., p. 175.

4U.S. Senate Committee on Pubtic Works, 1968 National
Highway Needs Report, 90th Congress, 2nd Session, (U.S. Gov-
emment Printing Office, Washington: 1968), p. 5.

*Thc,eiu currently (In 1969) an Administration prop's.) for
placing part of the proceeds from thb tas In an "Urban Public
Transportation Trust Fund."

**Including debt service and adMinistrative costs u well as
construction and maintenance. :

"See also Chapter II; pp.

90

232

labansa Laws, Act No. 224, Special Session, 1967.
'U.S. Bureau of Public Roads, Highway Statistics 1967, Table

14F-3.

'U.S. Bureau of Public Roads, Highwy Statistics 1966, Table
P4-1.

8 23 U.S.C.A. 126(a),

at. P.74.
'"U.S. Bureau of Public Roads, Highway Statistics 1967,

Tables LF-1 and 2, and UF-1 and 2.
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Chapter VI

Financing Urban Development and- General
Local Government Programs

The State Response

The critical problenu of the large central cities in
particular have spurred State governments to provide
fmancial assistance for a variety of urban development
programs as well as for general local government sup-
port. The need for this additional "outside" financing
arises, at least in part, from (a) the redistribution of pop-
ulation to urban areas, (b) the use that commuters,
visitors and shoppers make of central city facilities and
(c) the financial limitations of local governments.

These factors, which both generate additional de-
mands for public services and aggravate the fiscal dis-
parities among jurisdictions in metropolitan areas, re-
quire a countervailing flow of fmancial resources. Either
the State or a metropolitan government could perform
this counter balancing function. Both levels offer the
possibility of making the taxing jurisdiction more com-
mensUrate with program benefitsthat is, capturing the
spillover effectsand opening up the possibility of ex-
ploiting tax resources that are not presently utilized be-
cause needs in certain localities are not apparent.

Since the formation of metropolitan governments
would involve the redistribution of existing fiscal re-
sources among governmental jurisdictions, however, the
richer suburban communities perforce can 6e expected
to oppose such governmental arrangements. Nonetheless,
metropolitan governments do have the itibstantial merit
of encompassing the geographic scope of program bene-
fits and increased recognition of these interrelationships
may .serve to reduce some of this opposition. Whatever
the political feasibility of metropolitan government, its
future is much more promising for those areas located
entirely, or predominantly in one State, as most in fact

Simply because they exist, however, the State govern-
ments rather than metropolitan governments appear the
more realistic source for providing this additional "out-
side" fmance. Stateslike areawide jurisdictionscan re-
duce interlocal fiscal disparities, can capture the spillover
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effects, and can use the income tax more effectively to
finance the needed public services.

URBAN DEVELOPMENT PROGRAMS

There are indications that a considerable number of
the industrial States are beginning to recognize their
fmancial responsibility for helping meet the growing
physical and social problems of the large cities.

The recent movement toward establishment of State
agencies with.specific concern for urban affairs is a case
in point. There are now 20 States with such agencies, 15
of which have been set up since 1966.' Massachuwtts
and Virginia established local affairs agencies in 1968
and Rhode Island converted its Division of Local and
Metropolitan Government to a full-fledged Department
of Community Affairs that same year. Although most of
these agencies provide only advisory services and techni-
cal assistance, a few (for example, Massachusetts, Con-
necticut, New Jersey and Pennsylvania) are geared to
administer substantial fmancial assistance programs.

The impetus toward State involvement in particular
urban problems has come partially from a number of
Federal grant programs for community development and
partially from an increasing sense of political responsi-
bility on the part of governors and State legislative
leaders. As:rising price levels and technological advance
pushed costs well beyond the 'capability of local govern
ments to deal with their community development prob-
lems from their own resources,' city officiala have bein
going in increasing numbers to Washington for help.

The mayors' pleas led Congress tO enact a number of
grant programs to aid local governments directly, by-
passing the States. Three functional areas in which large-
scale Federal aid was forthcoming are particularly rele-
vant to community developmentmass transportation,
housing anct urban renewal, and water and lower facili-
ties Including treatment plants. More recently the
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Demonstration Cities and Metropolitan Development
Act of 1966 (Model Cities) provides, in effect, Federal
block grants to cities unrestricted as to function. Federal
commitments for this program approach $1 billion in
fiscal 1969.

All of these Federal programs require local financial
participation and a number of States now "buy into"
them in order to relieve localities of part of the non-
Federal share. Some States go beyond the Federal pro-
grams and provide financial aid for other purposes, such
as New York's urban development corporation and New
Jerny's recently authoriied "meadowlands" program.
New Jersey and Pennsylvania now supplement Federal
funds under the model cities program, and in some in-
stances are funding such programs in communities that
were not able to obtain Federal funds.

By 1967, State fmancial participation in these func-
tional areas was still minimal. The Bureau of the Census
reported less than $150 million of State aid for urban
progtams, with only a handful of States participating in
each (table 28). However, those figures do not reflect a
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score or more ofsurban assistance programs enacted by
the 1967 and 1968 State legislative sessions. As these
new programs become fully operative and more States
act, it can be anticipated that the annual State rmancial
stake in this field will grow apace.

Urban Man Transportation

During fiscal 1967, very little State money was made
available for urban mass transportationa total of $48
million accounted for by but three States (Massachu-
setts, $14.1 million; California, $27.5 million; and
Pennsylvania; $6.2 million). By way of.contrast, a Fed-
eral "precedent" was set with passage of the Housing
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Act of 1961 and, more significant, the Mass Transporta-
tion Act of 1964.2 The former Act provided for a mass
transportation demonstration program, authorizing $25
million for project grants, while the latter authorized
$150 million and $175 million for fiscal years 1969 and
1970 respectively.' By December 31, 1968 more than
100 capital grants, involving nearly $500 million of Fed-

eral funds had been approved.°
Despite the limited State financial participation, re-

cent actions indicate that a growing importance is now
attached to the problem of urban mass transit. Further
State assistance will be forthcoming in New York, where
voters approved a $2.5 billion bond issue in 1967, $1
billion of which is specifically set aside for mass transit;
in New Jersey, where a $640 million bond issue for high-

: ways and mass transportation was authorized; and in
Maryland, where the 1969 Legislature authorized State
subsidization of the proposed Washington, D.C., subway
systan and established a Metropolitan Transit Authority
to acquire, construct and operate mass transit facilities
in the Baltimore metropolitan area.

Including California, Maryland, Massachusetts, New
Jersey, Pennsylvania and New York, eleven States now
have programs to supplement local contributions to the
Federal mass transportation program with State funds.'
Undoubtedly other urban States will help finance such
programs. A broader policy for a balanced transporta-
tion systemrecognizing not only highway needs but
also mass transit needsis developing slowly but surely.
Eight StatesCalifornia, Connecticut, Delaware, Florida,
Hawaii, New Jersey, New York and Wisconsinhave al-
ready converted their highway departments to depart-
ments of transportation.°

With the development of departments of transporta-
tion the States have perhaps started the administrative
counterpart for new transportation rmancing arrange-
mmts. Highway-user taxes, tolls and userS charges for
other modes of transportation could be accumulated in a
"Transportation Fund" for distribution in accordance
with a plan administered by the State department of
transportation. This Would represent a halfway-house
between Outright repeal of antidiversion provisions and
complete earmarking of transportation fees.'

Housing and Usk; Renewal

The 1967 Census of Governments reports that seven
States provided a mem $67 million in aid payments for
housing and urban renewal programs. This compares
with a Federal program of ten times that Magnitude and
local government expenditures in the housing and urban
renewal field of $1.5 billion. However, a number of
States authorized new and expanded housing and urban
renewal programs in 1967 and 1968among them Con-
necticut,. Delaware, Massachusetts, Michigan, New
Jersey, Vermont, West Virginia, and Wisconsin. More im-

*See Chapter V for a discussion of State antidtverslon
amendments.
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portant, several States are beginning to take a broad new
approach to the problem of urban development.

The Connecticut approachA prime example of this
new approach is the Connecticut Department of Com-
munity Affairs, which became operative July 1, 1967,
and is charged with providing financial and technical
assistance to localities. Connecticut's decision to place
major reliance upon State initiative and Fmancial re-
sources rather than upon Federal and local funds stands
in sharp contrast to the typical approach to implement-
ing urban programs. For the fiscal years 1968 and 1969,
Connecticut provided funds totaling $55 million for
eighteen new programs in rwe general areas: planning
and zoning; physical improvements and community de-
velopment; housing, including code enforcement and tax
abatements on low- and moderate-income dwellings; per-
sonal services, including relocation assistance and re-
habilitation activities in housing projects; and human
resource development. State grants to local govemments
for most of these activities are to be renewed at the
termination of the biennium.

As a condition of eligibility for State financial aid,
localities are required to prepare comprehensive "com-
munity development action plans" for submission to re-
gional planning agencies for review and comment. The
enabling legislation also created an Advisory Council on
Community Affairs to conduct studies and to advise the
Commissioner concerning local problems.

New York's programPerhaps the most comprehen-
sive State effort on the urban front is the New York
State urban development program. The central objective
of New York's program has been described as one that
"would (a) get things moving faster and (b) bring to bear
the needed Fmancial and intellectual resources of private
enterprise."/

New York established three corporations to deal with
various phases of an overall State urban development
effort. Only one of the three is a public benefit corpora-
tion vested.with the privileges and immunities of a gov-
ernmental organization-4he New York State Urban De-
velopment Corporation. It possesses borrowing powers
and the right of eminent domain and may override local
laws and regulations. It may act only where it satisfies
statutory criteria for a "finding" thafa project will ful-
fill an appropriate and specifically unmet need. It can be
designated by a municipality as the sponsor Of an urban
renewal plan or it may proceed with its own plan where
the finding is established.

The Corporation for Urban Development and Re-
search in New York has a mission similar to the Urban
Development Corporation but will draw its financial sup-
port from private sources as well as from governments
that participate in the operation of local subsidiaries of
the parent corporation.

The Urban Development Guarantee Fund is au-
thorized to guarantee loans made by conventional lend-
ing institutions to small businesses and owners of resi-
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dential property. This corporation will obtain its capital
from gifts, grants and the sale of debentures.

Sewage Treatment Facilities

Spurred by the provisions of the 1965 Water Quality
Control Act, many States become active partners with
localities in carrying out water and air pollution abate-
ment programs. With Federal categorical aid as the
"carrot" and possible direct Federal enforcement as the
"stick", water pollution abatement activity increased
sharply in 1967considerably beyond the $26 million of
State payments reported by the Census Bureau for fiscal
1967. By the end of that year, 20 States had authorized
financial assistance to local water pollution abatement
efforts anis Michigan, Ohio and Washington joined the
fold in 1968. In some States, these programs are quite
extensive:

New York established a Pure Water Authority to
assist local governments in the construction, main-
tenance and operation of water pollution abate-
ment systems. The program provides for 30%State
aid and "pre-financing" of the 30% Federal share.

Rhode Island voters in June 1967 approved a $29
million bond issve of which $12 million was ear-
marked for matching local funds for sewage treat-
ment projects.

Connecticut's 1967 legislative session established a
regional authority and approved a $150 million
clear water bond issue. State funds will be available
to municipalities to undertake new anti-pollution
projects or to assist those plants currently under
construc tion.

In 1968, a $3.35 billion bond issue was authorized
in Michigan to provide sewage disposal and water
supply facilities, and part of a $759 million bond
issue was authorized for similar purposes in Ohlo.

In many of these States legislative activity went
beyond clear waters to encompass air pollution
abatement assistance as well.

On the debit side,

Illinois voters turned down a $1 billion bond issue
in 1968 which would have provided $200 million
for sewer and water projects and for air pollution
facilities. -

The marked increase in State participation in pollu-
tion control efforts may be viewed mainly as a response
to the special incentive provision in the Water Quality
Act of 1965, which provides for a Federal aid bonus for
projects when the State "buys in," and to a combination
of the "carrot and stick" technique in the Air Quality
Act of 1967.

Because the Federal Government has developed many
urban oriented programs of categorical assistance-
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frequently bypassing the Statesmuch confusion exists
as to the appropriate role of the State in the urban field.
Most would, however, agree that because these services
are of more than local interest, States must do more
than simply react to Federal-local initiatives.

The principal financial issue seems to be one of
strategyhow best to get the State into wholesale in-
volvement and participation in the functions of urban
government. Direct fmancial program assistance is but
one of a number of options. Moreover, it is likely to be
influenced by the amount and objectives of the State aid
provided in other related functional and program areas.

How and when the State's role in urban affairs will
finally crystalize cannot be forecast. Nevertheless, State
legislation, constitutional revision and referendum pro-
posals indicate certain evolving trends. ,

Some States are making notable efforts toward
"unshackling" local governments and enabling
them to deal with metropolitan-wide problems.

Many-States are establishing agencies for local af-
fairs, several of which have substantial fmancial,
program and coordination responsibilities, as well
as technical assistance, advisory and research func-
tions.

Some States are beginning to appropriate sizeable
amounts of funds to assist local governments and
are continuing to "buy into" Federal-local grant-
in-aid programs, but with a considerable part of
this activity continuihg to be a response to Federal
incentives.

Increasingly, States are becoming concerned with
the 'replacement of antiquated constitutional arti-
cles by provisions equipping them with the neces-
sary tools to meet twentieth century needs.

In a number of States, howeves, some of the above
trends are hardly discernible; in a foi States, none are. It
has taken a considerabb period of ',ime for most States
to recognize their role. responsibility and stake in facing
existing or potential proNems attending the urbaniza-
tion of the nation and to recognize that survival of the
States as viable partners in the American Federal system
depends to a significant degree upon the dispatch and
intensity with which they respond to the challenge of

. .. . . , .

STATE GENERAL SUPPORT AID AND
, PROPERTY TAX RELIEF

Current Financial.Magnitudes
and Trends,.

State general support aid has as its distinguishingfea-
lure the fact that it is unconditional; that is, local gov-
emments axe permitted to determine their own priorities
for Spending such funds. ,

This "no-strings" money may be either a grant appro.
priaied by' the State legislature or a tax that isC011ected
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by the State but sharedin whole or in partwith the
localities. Such State grants totalled $1.6 billion in
1967nearly double the $844 million provided in 1962.
Despite this growth in absolute amounts, State aid for
general local government support has been of declining
relative importance during the post World War 11 years
falling from 13.0 percent of all State fmancial assistance
in 1948 to 8.3 percent in 1967.

Not entirely included in the 19 67 figures, however,
are general support programs in the form of property tax
reliefsome long-standing ones like the homestead
exemptions of Florida, Iowa and Louisiana, and other
more recent programs like those enacted by Indiana,
Michigan and Minnesota in 1967, and by California in
1968. Through a dedication of State revenues for pay-
ment to local governments to reduce their aggregate
local levies, and thereby the tax bills of property owners,
these States provide perhaps as much as $500 million of
"no-strings" support. In general, this type of aid is
designed to grow either with the increase in the
dedicated receipts or by reason of the increase in.prop-
erty tax burdens.

Aside from Delaware, Georgia, Illinois, Montana, and
West Virginia, each of the State govemments provided
some funds for general support during 1%7. In many
such States, however, the amounts were quite small
(table A-27); indeed in 12 States providing general pur-
pose grants, the amounts weie less than $1.00 per capita.
Moreover, the variation among States that provide gen-
eral'support grants ranged from a low of $0.01 per capi-
ta in Texas to a high of $68.94 per capita in Wisconsin
with a nationwide average of $8.04. -

Most of the State general purpose aid during 1967
Ms received by municipalitiessome 58.7 percent
while counties and townships received 27.1 percent and
10.8 percent respectively.** Of the $1.6 billion in gen-
eral local government support, however, only 42 percent
was distributed to localities on the basis of need, either
program or fmancial. The bulk of such State payments
thereforesome 58 percentwas channeled to localities
without any clear recognition of the demands for public
services' placed on them or of local ability to provide
sueh .wrvices. Rather, the' money was returned on the
basis of origin, divided equally, etc.

A considerable portion of the State aid for general
local government support and, as was noted in the pre-
vious chapter, virtually all of the highway aid, is in the
form of shared taxes.-To a large extent tax sharing is the
offshoot of a traditional phenomenon in State fmance
the earmarking of specific revenue sources for specific

,

In its purest' form 'tax sharing involves the retum of
State tax revenue to the local governments in which it is
collected. In effect, this amounti to the substitution of
State tax collection machinery for mandated collection

'Appendix tables apPe'ar at the end of each chapter.
"Special districts received the remaining amounts.
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of the same tax by individual local governments. This
type of tax-sharing differs from the local option State-
administered piggy-back tax, where in order to obtain
the revenue a local government has to take positive
action in imposing the tax.

Wisconsin affords the classic example of the use of
shared taxes that are retumed to the locality from which
the tax collections originate. In that State a signiticant
portion of its personal and corporation income taxes and
most of the Stitewide property taxes on public utility
property (mainly railroad terminals and light and power
plants) are returned to the cities, towns and counties of
origin. Income tax shares are paid to the localities in
which taxpayers (both corporate andindividual) reside;
utility property taxes are returned in proportion to the
value of property and retail sales of the taxpaying com-
panies. About $175 million of State taxes was retumed
to Wisconsin cities, towns and counties by this means in
1967almost one-third of Wisconsin's total State aid.

Outside of Wisconsin there are only a few instances of
tax sharing on an origin basis. Until 1967 Maryland re-
turned a portion of its personal income tax to the city of
Baltimore and the counties in which .the collections
originated, but this distribution was replaced by piggy-
back local income taxes. .

In 1949 New York replaced moit of its shared taxes
(personal income, corporation income, alcoholic bev-
erage, and utility taxes) with a system of per capita aid
for general local govemment ,support,The Commission
that recommended the change pointed out the draw:
backs of shared revenues: their instability as a local rev-
enue source; the fact that shared revenue bears no rela-
tionship to local needs; and the compkxity of a liodge-
podge" of distribution formulae.' The corporation
income tax, which provided the largest amount of shared
revenue was returned to the localities in which the tax
originated. The personal income tax was shared in pm-
portiori to, local assessed value of real estate, and alco-
holic beverage and utility taxes ,were shared in propor-
tion to population. Per capita grants under the new plan
(popularly known as the "Moore Plan" so named after
Frank C. Moore, the Commission Chairn4n) are paid out
of appropriated funds rather .than from specified Lai
sources! Taking an opposite tack, Wyoming repealed its
authorization for local piggy-back sales taxes in 1967
and provided for distribution of its additional 1/2 per-
cent tax (the State tax was raised from. 2 1/2, to 3 per-
cent) to counties in. which the tax is colleeted.:Missis-
sippi took a similar approach in 1968..
.. :Because the sharing of State taxes on an ,origin basii
aggravates,local fiscal disparities, there is a definite trend
toward a "moderately"; equalizing formula for sharing

'It should be noted, howenr, that Ncw Von now turns owr
the entire'proceeds of the dock tnnsfer tax (about $150 million
kt 1967) to New Yon City, partly to offset the ion of city
general sales tax revenue resulting from a mandated cutback
from 4 to 3 percent when.New York State enacted a statewide 2
percent sales lox in 1965.

State collecte d revenuedistribu tion on the basis of pop-
ulation. When it enacted its 4-cent cigarette tax, Oregon
provided for distributing the entire proceeds to its local
governments: one-half for property tax relief; one-fourth
to counties in proportion to population; and one-fourth
to cities in proportion to population. A portion of the
new Michigan income tax is distributed on a population
basis, as is part of the new Minnesota sales tax.

. .

Distribution of General State Aid
Two Porsible Approaches

The distribution of general State aid can take at least
two distinct forms; the allocation can be made either by
"class of government" or on an "areal" basisin most
cases the county unit.

Under the ela.ss of government approach the alloca-
tion would be made among the eligible classes (cities,
counties, and in some cases towns) in accordance with
their rmancing responsibility. This could be accom-
plished by allocating to each class of local govemment
its pro rata share of the noneducational expenditure
from own sources. For example, if the municipalities
rmanced from their own sources 65 percent of all local
noneducational general expenditure then all municipali-
ties as a class of government would be entitled to 65
percent of the general support funds. .,

Once this division has been made, limn the distribu-
tion to each locality within its class can be governed by
equalization considerations. For example, if the 65 per-
cent that has been allocated to the municipalities
amounted to $100 million, this $100 million could then
be distributed among the municipalities on a moderately
equalizing basisa per capita distribution adjusted for
tax effort.

The following table illustrates this approach:

Population
(000)

Tax
effort*

Pop. adj. I or
tax effort

(0OO)

Distribution
(percent)

Municipality A 45 1.2 54 60

35 .8

20 .4

TOtal 109 so
'

100

*Could be expressed as percentage of market value or personal Iry
come or a combination of Income and market value.

A straight per capitadistrihution Would yield $45
mlilion to Municipality A, since it has 45 percent of the
total municipal population. '.Municipailties B: and C
would get $35 million and $20 million, respactivelY, by
applying .their population .shares to the ,,$190 million

municipai pot." Adjusting' foi tint effort alters, these
relative shares. When.each municipal population is mul-
tiplied by'its taic effoit and then expressed is a percent-
age, ofthe corresponding amounts for all municipalities
the relative'shares turn but as 60 percent, 31 percent and .
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9 perrent in Municipalities A, B and C, respectively.
Apr:ying these shares to the $100 million "municipal
poe' yields $60 million to A, $31 million to B and $9
million to C. Introduction of the tax effort factor then
has the effect of "rewarding" Municipality A because of
its above average tax effort while reducing the shares of
both Municipalities B and C from those yielded by the
straight per capita distribution.

The "class of government" approach has the obvious
virtue of simplicity but is vulnerable because it ignores
intercounty variations in the assignment of financing re-
sponsibility and falls short on equalrzation grounds. To
put it more sharply it is possible that a rich county will
receive more per capita general support aid than a poor
city.

The areal approach is somewhat more complicated,
but can be designed to do justice to both the equaliza-
tion and the division of responsibility concepts. For ex-
ample, the initial State allocation could be made to the
county based on each county's pro rata share of the
total State population, possibly adjusted for such equal-
ization factors as total tax effort of all the jurisdictions
within the county, or poverty concentrations.

After the initial State allocation has been made to the
county, then the rule of congruency (division of fiscal
responsibility) would take over. For example, if the
largest city in the county accounts for 60 percent of the
noneducational expenditure from all sources of all eligi-
ble local units of government including the county, then
that municipality would be entitled to 60 percent of the
county allocation, and if the county government's ex-
penditure acccunts for 15 percent of the same aggregate
eligible expenditures, then that jurisdiction would be en-
titled to 15 percent of the allocation. At this point a
second equalization adjustment could be made by
simply relating each local government's noneducational
expenditure from its own sources to a measure of ability
to paysuch as equalized assessments or personal in-
come.

Recent State Property Tax
Relief Actkms

Propelled by the. growing demand for property tax
relief, several Stites have recently embarked on pro-
grams that are essentially general .support in character.
The aid is extended by the direct trinsfei of State fundi
to local governments on a "no expenditure strings" basis
as reimbursement for Mir relief 'granted to property
owners by the State legislatine.

In 1963 Wisconsin tied the adoption of a sales taX to
a major property' tax relief program. Reimbursement to
Wisconsin's local governments under this program
amounted to some $100 million in 1967.

Minnesota adopted a new 3 percent sales tax and in-
creased its corporation income tax rate in 1967.' To a
property tax relief, fund, it appropriated the proceeds of
one-fourth of the Sales tax, the total increase in the cor-
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poration income tax, half of gross earnings taxes on rail-
road and telephone and telegraph companies, already in
effect, plus $50 million annually from general and
school funds. The property tax relief fund (approxi-
mately $200 million) is used to compensate local govern-
ments for their revenue loss from a 35 percent reduction
(up to $250 per taxpayer) in taxes on homestead prop-
erty and on agricultural land used for homesteads.
Renters are allowed a credit of 3.75 percent of rent paid,
up to $45 per year each. The fund will also distribute aid
to local governments for their unrestricted use, and to
school 'districts, in part for school budget needs and in
part ai Jn offset to school levies.

lndianh dedicated 8 percent of State sales and income
tax collections to a property tax relief fund, for the
period January 1, 1967 to September 1968. The funds
(estimated at $30 million) were allocated to counties
essentially on the basis of the ratio of sales and income
taxes paid 'in each county to the State total and were
treated, as pioperty tax revenue by the receiving local
government in determining its property levy.

In 1967, Michigan took both the direct aid route and
the property tax .relief path. Seventeen percent of the
new income tax proceeds is allocated to local govern-
ments on a per capita basis. That.State also earmarked a
portion of the additidnal reyenue for property tax relief.
The property owner is permitted to credit a part of his
local property tax payment against his State income tax
liability. The State income tax credit is graduated in-
versely to the amount of . local property taxes paid,
ranging from 20 percent of the* first $100 of property
taxes to 4 percent on, property taxes in excess of
$10,000. Renters of homesteads may claim a credit,
treating,20 percent of gross rent as taxes.

The California voters adopted a constitutional amend-
ment in. November 1968 providing for a homestead ex-
emption of $750 assessed vilue and requiring the State
to reimburw the local governments for their tax loss;
estimated together with business property tax relief
measures at approxim'ately $200 milhion

Tax Substitution Vs. ,

Revenue Supplementation

It must be emphasized 'that most of the tax relief
programs described above differ sharply from the general
support programs outlined in the preceding section of
the chapter. These local tax relief programs were de-
signed in part to "sugar coat" the enactment of a State
sales tax (Wisconsin, Minnesota) and a State income tax
(Michigan) and 'to head off a drastic State-local fiscal
upheaval (California). Thus, these "general support"
grants to local governments were designed to substitute a
"new" State income or sales tax dollar for an old local
property tax dollar. This substitution effect stands in
sharp contrast to the local revenue supplementation ob-
jective of a general support grant of the New York per
capita type.

! 1'
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This distinction, however, often becomes blurred in
actual fiscal practice. The State grant to local govern-
ment for local property tax relief-unless completely
offset by local tax reductions-can have some local rev-
enue enhancement effect. A dramatic local rate reduc-
tion also reduces local resistance to higher local levies
thereby permitting local authorities to raise rates subse-
quently. Thus, State officials can claim credit for grant-
ing property tax relief while local authorities enjoy
greater leeway in raising tax rates.

Even the straight per capita grant for local revenue
supplementation has obvious property tax relief ef-
fects-if not in permitting tax reductions then at least in
lessening the pressure for higher property tax rates.

The case for the us, of State grants (rather than local
nonproperty taxes) to supplement local property tax
revenue rests on the greater jurisdktional reach of the
State and hence its superior revenue raking capability.
Moreover, this approach to local revenue diversification
offfers a means to strengthen the fiscal position of all
local governments while minimizing thek vulnerability
to interlocal tax competition. By giving State per capita
grants an equalization twist, it is also possible to bring
local needs and resources into closer alignment-another
sharp contrast to local nonproperty taxes which often
increase interlocal fiscal disparities.

There is also a place for a State grant designed to
reduce the general level of property taxation in those
communities that are carrying extraordinary tax burdens
in relation to their fiscal capacity. This approach was
recommended by the Advisory Commission in its report
Metropolitan Social and Fiscal Disparitks(pp. 124-125).

To prevent this type of aid from degenerating into
across-the-board relief, the State grant money could be
restricted to those communities with extraordinary ef-
fective rates, say above 2.5 percent of market value. As
illustrated by the data set forth in table 29, approxi-
mately one-third of the selected cities would fall into the
"extraordinary" property tax burden classification if
this 2.5 percent test is used to determine excessive tax
lads.

Rifling State aid into these central cities with high tax
rates would help in equalizing or reducing fiscal dispar-
ities in these metropolitan areas. Such fiscal asaistance
would help central cities where high tax rates are rein-
forcing other powerful social and economic forces in
propelling high income families and business firms out of
the central city and into the neighboring suburban juris-
dictions.

There is still a third dimension to this property txc
relief issue-the use of State funds to reimburse low in-
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come householders and renters for that portion of their
property tax payment deemed to be excessive in relation
to their household income. Wisconsin has pioneered in
this field and the Advisory Comminion has recom.
mended that States relieve any undue local property tax
burden on low income families (Raca/ Balance in the
American Federal System, Vol. 1, pp. 22-23).
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Footnotes

AC1R, Stare Legislative and Constitutional Action on Urban
Problems in 1967 (M-38), A pril 1968, p. 18. See also ACHt
Bulletin 69.12, p. 13 ff.

249 USCA 1601

3P.L. 90-464; 82 Stat. 654.

"U.S. Department of Transportation, Urban Mass Transport..
don Administration, Approved Capital Grant Projects, Status as
of Dec. 31, 1968 (mimeographed).

ACIR, op. cit., p. 25. Tho other six States are providing
technical assistance and some planning money.

104

2 4 5

'Norman Ashford, 'The Developing Role of Stabs Govern-
ment in Transportation," in Thsffk Quarterly, October 1968, p.
456. -

7/1. Douglas Barclay and David Hem, "New York," Journal
of Routing, No. 4, April 1968, p. 192.

"ACIR, Metropolitan Social and Economic Disperitkr Im.
plications for Intergovemnsental Relatians in Central Mies and
Suburbs (A-25) January 1965, pp. 123 and 124.

'New York State, Report of the Commission on Municipal
Revenue; and Reductions of Real Estate Taxes (Albany: 1946),
pp. 18 and 19.
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PUBLISHED REPORTS OF THE ADVISORY COMMISSION
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Coordination of State and Federal Inheritance, Estate and Gift Taxes. Report A-1, January 1961. 134 pages, printed.

Investment of Idle Cash Balances by State and Local Govenunents. Report A-3, January 1961. 6 1 pages (out of print;
summary available).

Governmental Structure, Organization, and Planning in Metropolitan Areas. Repor t A-5, July 1961. 83 pages; U.S.
House of Representatives. Committee on Government Operations. Committee l'rint. 87th Cong. 1st Sess.

State and Local Taxation of Privately Owned P/operly Located on Federal Areas. Report A-6,1 une 1961. 34 pages,
offset (out of print:summary available).

Periodic Congressional Reassessment of Federal Grants-iteAid to State and Local Gorernments. Re port A-8, Junc.1961.
67 pages, olTset (reproduced in Appendix of Hearings on S. 2114 Before the U.S. Senate. Subcommittee on Inter-
govenunental Relations of the Committee on (joverninent Operations. January 14, 15 and 16, 1964 88th Cong.
2d Sess.)

Local lionproperly Taxes and the Coordinating Role of the State. Report A-9, September 1961. 6 8 pages, offset.

Alternative Approaches to Governmental Reorganization in Metropolitan Areas. Report A1 I, June 1962. 88 pages. offset.
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Transferability of Public Employee Retirement Credits Among Units of Government. Report A16. March 1963. 92 pages,
offset.

*Me Role of the States in Strengthening the Property Tax. Report A-I 7, June 1963. Vol. 1 ( I 87 pages) 301i VOL 11 (182
pages), printed. $1.25 ca.

Sta tutory and Administrative C'on trots Associated with Federal Grants for Public Assistance. Repor t A-2I, May 1964.
108 pages, printed.

The Problem of Special Districts in American Government. Report A-22, May 1964. 112 pages, printed.

The Intergovenuncntal Aspects of Docinnentary Taxes. Report A-23, September 1964. 29 pages, offset..

State-Federal Overlapping in Cigarette Taxes. Repor t A-24, September 1964, 62 pages, offset.

*Metropolitan Social and Economic Disparities: Implications for Intogovernmental Relations in Central Clties and
Suburbs. Report A-25, January 1965, 253 pages, offset. $1,25,

Relocation: Unequal neatment of People and Businesses Displaced by Governments. Report A26, January 1965.
141 pages, offset,

FedereState Coordination of Personal Income Taxes. Report A-27,0ctober 196$. 203 pages, offset.

Building Codes: A Program for Intergovernmental Reform. Repori A-28, Jarivary 1966, 103 pages, offset.

'Intergovernmental Relations in the Poverty Program. Rcport A-29, April 1966. 27 8 pages, offset. $1.50.

*State-Local Taxation and Industrial Location. Report A-30, April 1967. 114 pages, offset 604.

*Fiscal Balance in the American Federal System. Report A-31, October 1967. Vol. 1, 385 pages offset. $2.50: Vol. 2
Metropolitan Fiscal Disparities . 410 pages offset. $2.25,

*Urban and Rural America: fillicies for Future Growth! Report A-32, April 1968. 186 pages, printed. $1.25.

Intergoveinmental Problems in Medicaid. Report A33. September 1968. 122 pages, offset. $1.25.
'State Aid to Local Government. Rc port A-34. April 1969.

Factors Affecting the Voter Reactions to Government Reorganization in Metropolitan Areas. Report M15. May 1962.
80 pages, offset.

Perfoimance of Urban Functions:Local and Arcawide. Report M2 1,September 1963. 281 pages, offset. $1.50.
State TechnIcal Assistance to Local Debt Management, Rcport M-26, January 196$, 80 pages offset.

Ikndbook for Interlocal Agreements and Contracts. Rcport M-29, March 1967. I 97 pages, offset. $1.00.
Tenth Annual Report. Report M-4 2, January 1969. 26 pages, offset.

'Federalism and the Academic Community: A Brief Survey. Report M-44, March 1969. 55 pages, offset. 604..
The Advisory Commission on Intergovernmental Relations. A Brochure, M-46. August 1969.
Urban America and the Federal Systein. Report M-47. September 1969.

1970 ainulative ACIR State Legislative Program. Report M-48 August 1969.

'Single copies of reports may bc obtained without charge from thc Advisory Commission on Intergovernmental Relations.
Washington, D.C. 20575.

*Multiple copies of items may be purchased from the Superintendent of Documents, Government Printing Office,
Washington, D. C. 20402.
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GLOSSARY OF TERMS.

Operating Expenditures - Expenditures on the regular day-to-day
program, excluding capital outlay and
debt service for school buildings,
tramqvrtation, and tuition paid to

other districts.

Total Expenditures - Operating expenditures plus capital
outlay, debt service for school
buildings, transportation, and tuition
paid to other districts.

Total State Aid - The sum total of all State aid paid
pursuant to the provisions of sections
3602, 3602a, 1104, 909, and 1958 of
the education law.

Tax Levy - Local revenues raised by tax for school
purposes, including property and non-

propertyrtax revenues.

Tax Rate -

Full Value of Taxable
Real Property -

Pupils -

The tax levy as a percent of full value
of real property.

Total assessed valuation of property on
the tax rolls within the district adjusted
by the State equalization rate determined
for such rolls.

Weighted average daily attendance (WADA)--
full-day kindergarten and first through
sixth grade average daily attendance,
plus 1/2 day kindergarten average daily
attendance, plus 1-1/4 seventh through
12th grade average daily attendance.

Ma or Districts -. Districts having eight or more teachers.
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Chapter I

THE FINANCING OF PUBLIC EDUCATION IN
NEW YORK STATE IN SCHOOL YEAR 1969-70

AND ESTIMATES FOF 1970-71

An Overview

PUblic elementary and secondary schCol expenditures rose $393

million to an estimated $4,544,966,000 in 1969-70. Of this total,

the State's share was $2,058,415,177, or 45.3 percent. Federal funds

amounted to $197 million, or 4.3 Percent, chiefly to finance the

Elementary and Secondary Education Act Of 1965, and the remaining 50.4

percent came from local tax and nontax revenues.

State aid is paid from the State's general fund, and is obtained

principally from income and sales taxes. The local districts' share

comes mainly from real property taxes.

Trend in Expenditures and State Aid

Table 1 summarizes the trend of public school expenditures and

State aid payments since 1945-46. In 1962-63, the first school year

after the enactment of the Diefendorf aid formula, State aid amounted

to 44.4 percent of total expenditures. Since then, the percentage has

fluctuated, depending mainly on whether the Legislature adjusted the

State-local sharing ceiling. The reduced percentages per pupil in

-1-
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Table .1

State Aid Payments
Compared to Total

ExpendituresFor Public Elementary
and Secondary Schools

, 1945-46 To 1970-71
.

School
Year

Total
State Aid Total

Expenditures
Percent From
State Aid

1945-46 $ 120,916,352 $ 378,143,894 32.0
1946-47

137,329,874
425,614,877 32.3

1947-48
154,718,759 ,

477,887,493 32.4
1948-49

180,313,480
528,719,498 34.1

1949-50
239,305,992

563,376,271 42.5
1950-51

249,978,815
616,183,761 40.6

1951-52
271,893,281

686,883,519 39.6
1952-53

283,792,717
754,721,654 37.6

1953-54
300,616,864

821,271,032 36.6
1954-55

342,111,458
925,362,728 37.0

1955-56
374,030,629

1,031,370,877 36.3
1956-57

464,965,442
1,187,779,753 39.1

1957-58
514,202,919

1,328,651,873 38.7
1958-59

593,554,985
1,459,752,597 40.7

1959-60
636,233,653

1,596,411,569 39.9
1960-61

747,807,022
1,750,175,348 42.7

1961-62
800,834,961

1,915,199,813 41.8
1962-63

953,579,515
2,146,273,214 44.4

1963-64
1,016,065,918

2,336,858,547 43.5
1964-65

1,088,469,126
2,538,791,834 42.9

1965-66
1,282,983,221

2,799,355,786 46.81966-67
1,472,335,594

3,285,027,751- 44.8
1967-68

1,651,221,833a
3,621,239,665 45.6

1968-69
2,007,038,195b

4,152,386,754 48.3
1969-70

2,058,415,177
4,544,965,6210 45.3

1970-71
2,331,000,000d

5,105,000,000d 45.7

aIncludes an additional oneLhalf year's payment of $51,857,477 to New York Cityjor aid on a
five-borough district basis°Includes aid to New York City cm a five-borough

district basis from 1968-69through 1970-71
cPreliminary
dEstimated
NOTE: Expenditures made from the Federal fund are included in total expendituresfrom 1965-66 on.

2'^'t.)
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1963-64 and 1964-65 illustrate the effects of continuing the $500

expenditure ceiling when most school districts were spending more than

this. The increase to 45.8 percent in 1965-66 reflected the change to

a $600 ceiling. In 1966-67, despite an increase in the ceiling to $660,

the percentage declined to 44.8 as costs rose more steeply than aid

payments. Although the ceiling remained at $660 for 1967-68, the

$179 million aid increase raised the State contributed percentage to

45.6 percent. For the first time, the combined State and Federal shares

amounted to more than one-half of total expenditures.

Because of the unusually large increase. of $356 million in aid in

1968-69, the State's share of expenditures rose to a record 48.3 percent.

In 1969-70, in contrast, the $51 million increase in State aid was the

smallest since 1959-60; consequently, the State share fell to 45.3 percent.

The small increase reflected not only an unchanged ceiling, but also the

imposition of a "valuation check." Additional aid was.nlid to a district

only to the extent that the increase exceeded one-eighth of one percent

($1.25 per $1,000) of its full property valuation.

The last line of Table 1 is an estimite of State aid and expenditures

for 1970-71.

254
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Types of Aid

The term "general aid" is used to describe all aid paid under the

shared-cost formula. It includes aid for operating expenses, transpor-

tation, school building debt service, and capital outlay. "Operating

aid" includes growth, sparsity and density correction, current budget

aid, and, beginning in 1968-69, high tax aid%

General aid accounted for $1,919,615,593 or 93.3 percent of all aid

paid to school districts in 1969-70. Special aids were cut from 18.2

percent of all State aid paid in 1961-62 to 2.5 percent in 1965-66 and

6.7 percent last year. The aid program enacted by.the Legislature in

1962 included most special aids in the general formula to remove the

undesirable elements of State control over local education. The three

most important kinds of aids paid outside the general formula are: aid to

Boards of Cooperative Fducational Services, aid to urban areas for special

educational needs associated with poverty,.and aid to districts for public

and nonpublic textbook purchases. Aid paid under these programs was,

respectively, $60, $39, and $18 millions.

,

-4-
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Chapter II

STATE AID PROGRAMS

The State Aid Pros-rem

In 1969-70, New York State was in the eighth year of operation under

the State aid formula enacted in 1962 as a result of the recommendaticms

of the Joint Legislative Cemmittee on School Financing, headed by

Charles H. Diefendorf. Tbe formula is described below.

A. A principle of State-local sharing of all approved operating

costs Up to $500 per NADA was intended to give the new program greater

flexibility and freedom for adapting the local educational program. The .

$500 figure represented the 1961-62 median operating expenditure per

pupil in the State. Some flexibility therefore existed for half the
districts in the State at that time. Each of these could, in a sense,

choose its own foundation level and receive State support for it. For
those districts already spending more than $500, the new program simply

substituted a new foundation level of $500 for the previous foundation
level. The Joint Committee intended this $500 ceiling to be a flelkible

element in the formula, and to be increased as school costs rise. As

shown in Table 7 (p. 32), operating costs per pupil have risen substantially.
The ceiling was raised to $600 per pupil for aid paid in school year

1965-66, to $660 per pupil in school years 1966-67 and 1967-68, and to
$760 for aid payable in 1968-69 and 1969-70. Tor 1970-71 aid, districts

68-412 01--11--pt.

4i) 0

-5-
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were allowed to choose the more advantageous of two optioos. The main

provisions were: Option I, a ceiling of $660 and one-half of 1969-70

size correction; Option II, a $760 ceiling, 10 percent additional

operating expense aid, and 100 percent of 1969-70 size correction .aid!

B. The degree to which the State will share in this program is

determined by an aid ratio determined for each district by comparing

its equalized taxable wealth per resident pupil to the average taxable

wealth per pupil for the State. The formula was so designed that a

district of average wealth was reimbursed for 49 percent of its operating

expenses up to the ceiling of $760 per pupil for aid padd in 1969-70.

Districts with greater than average wealth will have lower aid ratios

and those with lesser wealth, higher aid ratios, determined by this formula:

Aid Ratio = 1.00

[1:Valuation per resident
child in district
State average valuation
per child

x .51

Aid ratios vary from 0 in the richest district to 90 percent in the

poorest district. The maximum aid'ratio of 90 percent was established

by law as a prudential principle. Taking the State average valuation per

child as $31,500, the figure used in the above formula produced the

following aid ratios for State aid paid in the school year 1969-70:

-6-
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FUll Value per Resident WADA
In the District

Percent
Aid Ratio

$ 5,000 90.0
10,000 83.9
20,000 67.7
30,000 51.5
31,500 49.0
40,000 35.3

'In the case of a district with 55,000 full value per resident WADA, the

computed aid ratio was actually 92 percent; however, the aid ratio is

limited to 90 percent by law. Despite a low aid ratio, operating aid

could not be less than $2714 per pupil in 1969-70. Since the aid ratio

is geared to the State average full valuation per Child, a figure which

will change from year to year, the aid ratio is cushioned against any

statewide change in full valuation and will remain relatively constant

from year to year. This should obviate the formula revisions formerly

necessary whenever the base year for full valuation changed. The .51

element in the fonoula, which establishes the overall State-local sharing

at 49 percent State and 51 percent local, is the second point where simple

revision of the formula is possible if.some other proportion of State-local

sharing might be preferable, The 1969 Legislature, ir fact, changed thn

State-loca) Sharing to .46-.54 for the 1970-71 sdhool year. The 1970

Legislature, however, repealed the provision, the effect of which would

have been to lower all aid ratios and aid.

-7-
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C. Local Share. To participate fully in the general aid program,

a district's "tax rate for aid" (ccaputed by dividing the current year's

levy by the full valuation of two years ago) had to be at least as high

as the higher of the following: $11 per $1,000 of full valuation, or a

rate equivalent to the rate required to meet the local share for base

year approved operating expenses, not exceeding the ceiling, of the

district of average wealth. For 1969-70 aid, the required tax rate for

districts spending at the ceiling or higher was $12.30 per $1,000 of full

valuation and ranged down to $11 for districts spending $679 or lower.

For 1970-71 aid, because of the increase in ceiling to $860, the required

tax rate for districts spending at or above the ceiling, rose to $13.58.

General Aid

General aid is the State's share of the total expenses of the

school district, except for the expenses of tse special programs for

which aid is available. General aid is paid in several parts: operating

expenses aid, growth aid, size correction aid, building aid, transportation

aid, and high tax aid beginning in 1968-69. It is paid as a total aid,

however, and may be used for any purpose for which a board of education

may spend money.

A. Operating Expenses Aid. The State reimbursed the school district

to the extent of the district's aid ratio, described earlier, for any

ariproved operating expense up to $760 per pupil. Any operating expendi-

ture beyond the ceiling is borne entirely by the school district, except as

noted below under size correction aid.

-8-
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Operating expenses include most expenditures for the day-to-day

operation of the regular school program. Excluded are: capital outlay

and debt service for school buildings; transportation; tuition payments

to other districts; payments for separately aided programs such as

school lunch, Boards of Cooperative Educational Services, and county

vocational boards; State aid received for specially aided programs;

and Federal aid. Included are expenditures for some programs apart from

the regular school program, such as adult education and summer schools.

Table 2 illustrates State and local sharing of operating expenditures

for a single pupil in districts of varying taxable wealth. If $760 was

spent, the local tax effort was $12.30 in all districts with aid ratios

between 90 and 36 percent, the minimum guarantee. Because of the 90

prudential element, districts whose taxable per pupil wealth was below

$6,174 had to tax themselves more heavily. Conversely, districts with

more than $39,533 taxable wealth per pupil had lower tax rates because

the minimum aid for operating expenses was $274 regardless of the wealth

of the district. As the wealth of a district increases, the local share

increases proportionately and the State share decreases. It was thus

possible for any district with the exception noted Above, no matter how

limited its taxable wealth, to provide a program of up to $760 at a local

tax rate no higher than those levied in wealthier districts for the same

level of program. It is assumed that the added tax levy needed to support

the district's transportation and building programs brought the total tax

rate up to or beyond the tax rate requirement.
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The picture changes radically for districts spending above the

ceiling, because the amount above ceiling is borne entirely by the

local district. In a poor district, it Would require a prohibitively

high tax rate to support a program which wealthier districts do with

comparative ease. This points up the need for periodic revisicm of

the ceiling, lest the poorer districts be restricted to a very low

expenditure level.

Table 3 indicates State-local sharing of operating expenses for

aid payable in 1970-71 at expenditure levels of $760, $860 (the ceiling),

and $960 for districts of varying wealth.

B. Growth Aid. Since operating expenses aid is computed on the

basis of the expeneltures and the numbers of pupils of the preceding

school year, aid is oade more nearly current by increasing it to the

same degree that the pupils of the first attendance period of the current

year exceed the pupils of the first attendance period in the preceding

year. For example, a 4 percent increase in pupils would mean a 4 percent

inc;ease in operating aid as computed above.

C. Current Budget Aid. Growth aid makes operating aid current as

to growth in numbers of pupils. It does not, however, recognize increased

operating costs per pupil from the base year to the current year. The

1966 Legislature provided, therefore, forSaid based on current operating

expenses for districts spending belcw the operating expense ceiling.

This aid was limited to a 7 percent increase in budgeted expenditure per

pupil for aid paid in school years 1966-67 and 1967-68. Now, however, the

law simply provides that the budgeted increase in pir pupil operating

expenditure may not exceed the ceiling.
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D. Size Correction Aid. This aid is imid for the added costs of

operating an educational program in small sdhool districts and in densely

populated areas. Three main size corrections were in effect in 1969-70.

The 1962 legislation provided that the State would share in $SO per

pupil additional operating expenses beyond the $SOO ceiling far the

first 1,250 pupils. For very small districts the additional aid was

relatively large, but poorer districts spending less than $500 per pupil

received no site correction aid. The law was consequently amended in

1963 to provide that districts with less than $18,000 full valuation per

pupil would receive 10 percent more operating aid for the first 1,250 pupils.

rach tine the ceiling has been raised, the sparsity correction has

also been changed. When the ceiling was raised to $760 far aid payable

in 1968-69, the site correction ceilino W41 raised to S76 for vh. first

1,500 pupils.

The 1966 Legislature further provided a density correction far

districts with more than 8,000 pupils. Such districts received stipulated

per pupil aid for the first 1,600 pupils, plus 60 percent of that amount

for pupils in excess of 8,000. Districts received this kind of aid for

the first time in 1966-67.

Finally the six largest city school districts-II receive an additional

17.6 percent of operating and grvwth aid combined. This recognized such

extra costs as educating handicapped and disadvantaged pupils.

YAlbany, Puffald, New York City, Rochester, Syracuse, and Yonkers

-13-
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The 1969 Legislature eliminated all size cotTections for 1970-71

aid. Incorporated in the 1970 legislation, however, was either one-half

or full 1969-70 size WITtetiOft aid.

C. Building Aid. All satisfactorily organised school districts are

eligible for building aid. The State shares in capital outlay and debt

service for school building construction or reconstruction, within

established cost Units, by applying to these expenditures the same aid

ratio used in determining operating aid, but with no minimum guarantee.

F. Transportation Aid. In 1969-70 the State paid 90 percent of all

approved transportaticnocenditures node in the preceding year. In

city districts too, which had not before 1962 been eligible for transpor-

tation aid, the State paid 90 percent of approved transportation costs.
Th. JOAO TomfOxture. xlen rh*neol t140, ^."1"A nf 1."741 tnwftgrnrtxt""

expense aid. Beginning in 1970-71, such aid was to have been paid at

aid ratio, with a ainiame of 30 percent. Ibis provision was repealed for

1970-71 aid.

G. Righ Tax Aid. The 196B Legislator, provided, for 1 year only,

additional aid to districts with more than 2,000 pupils and an exceptional

tax effort relative to local resources. Tbis aid was extended, with some

codifications, into the 1969-70 and 1970-71 school years.

H. Overall Guarantees and Limitations. The aid as competed above

had to be at least: (a) $304 per pmpil or (b) tbe mount of aid received

in 1965-66. These guarantees are referred to respectively as the "minimum

guarantee" and the "save harmless' clauses.

-
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BOCANie of the effects of the guarantees and limitations, it has

boogie difficult to divide total aid accurately into its six componeot

pacts. Table % illustrates the problem. Although the compooent parts of

the formula aid paid to major school districts (6 or more teatheri) in

1969-70 totaled 61,916.7 million, the amount of general aid paid was

61,919.2 million. Almost offsetting were "additional" amounts paid

because of high tax ald, the save harmless clause, the minimum guarantee,

reorganization incentive aid, aid for fhtlItit' districts, aid due in previous

years, and reductions due to the valuation and expenditure obetks.

The fotomia described Above applied only to the 722 major school

districts. Other end older formulas applied.to the 20 less...than-6-

teacher districts and the 23 wholly contracting districts. (For an

estended discussion of the various types of aid paid ih 196940 and a

listing of the amount of each district's general and special aids, tee:

State Aid for Elementary and Secondary Education in Sew Tork State as

Antottioned in 1969-70, State Education Department.)

Other Aids

Althoughlost aid is paid through the general formula, a number of

special aids were paid to sOhool districts in 1969-70. Most of these are

temporary, designed to meet the peculiar needs of a limited noMber of

school distticts or to explore new edUcational ptocesses ih districts

selected by the State Education Depattsent. For most of these aids,

specific sums are approimiated each year by the Legislature.
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Uhl.

Cavemen Parts of General Aid
Pald to Major Sdhool Districts in 1969-70

(In HIllions of Dollars)

Item
Dew 'fork

City
Nest of
Stzte

Total
State

Operating Aida
Operating Dcpense Aid 5383.5 S1,067.8 51.451.3
Growth Aid 1.2 27.4 28.6
Site Correction Aid 57.7 58.1 125.8
Current budget Aid 0 2.8 2.0

TOTAL 452.4 1,156.1 1,608.5

building Aid 34.1 158.8 192.9

Transportation Aid 27.9 19.4 117.3
_

Tr.tal ruri...11a AIZ 514.5 1,k44.2 1,uta.r

Additional Aid Paid Because Of:
High Tax Aid o 13.9 13.9
Incentive 'Reorganisation Aid 0 10.1 10.1
formula 'anima Vtant o 0.2 0.2
Same Haruless G...arantee 0 0.2 0.2
Adjustments for Prior Team o 1.4 1.4
former Districts o 3.0 3.0

TOTAL 0 28.8 28.8

Loss of Formula Aid Because Of:
Valuation Check 0 28.2 28.2
Expenditure Check 0 0.1 0.1

ITITAL o 28.3 28.3

General Aid Paid 514.5 1,404.7 1,919.2

-16-
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The largest of these programs, in addition to Urban Education,

aid to Boards of Cooperative Educational Services, and textbook aid,

were aid for the school lunch and milk program and prekindergarten

programs for disadvantaged children.

2
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Chapter III

THE IMPACT OF NEW YORK'S STATE AID FORMULA
1961-62 TO 1969-70

This chapter analyzes changes in average per pupil expenditure,

State aid, local tax levy, and tax rates between 1961-62 and 1969-70.

All of these measures are summarized in Table 5 for the total State,

for the State excluding New York City, and, for the latter, by area,

by taxable wealth per pupil, and by size of district.

For all major districts, average total expenditures increased $679,

or 100.7 percent, to $1,353 in 1969-70. Operating expenditures increased

$492 (89.9 percent) from $547 to $1,039. The $333 increase in,State aid

over the period made possible the large increase in expenditures with an

increase in local tax levy per pupil of $282, and an increase of $5.99

in school tax rates.

The pattern is the same but generally less pronounced if New York City

is excluded. Then, total expenditures of all other major districts rose

$605, or 88.8 percent. Operating expenditures increased $450, or 81.5

percent. An increase of $313 in State aid per pupil enabled the districts

to hold the increase in per pupil tax levy to $246; nevertheless, tax rates

increased $8.07, or 59.9 percent.

The statewide average per pupil operating expense of $1,039 was $205

above the ceiling of $760 and an average size correction of approximately

$74. For the State excluding New York City, $193 was spent for every

-18-
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Table 5

Average per Pupil Expenditures, State Aid, Local Tax Levy,
and School Tax Rates in VariousClassifications of Major School Districts

1961-62 and 1969-70

Districts

ti of

Dists,
1969-70

Total

1961-62

Expenditures
Per WADAa

1969-70
Percnt
Change

Operating

1961-62

Expenditures
Per HADA

1969-70
Percent
Chance

All Major Districts 722 $674 $1,353 100.7 $547 $1,039 89.9

All Major Districts
1 .

(Excluding New York City) 721 681 1,86 88.8 552 1,002 E1.5

._

Types of Districts
New York City 1 682 1,512 121.7 535 1,128 110.5
Five.Largest Cities
(Outside N.Y.C.) 5 567 1,268 123.6 500 957 91.4
Other Cities 56 626 1;218 94.6 547 954 7n.4

Suburban Counties
(Excl..Cities)b 354 738 1,341 81.7 585 1,059 81.0

'New York City
Suburban Countiesc 170 801 1,483 85.1 635 1,187 26.9
All Other Suburban
Counties . 184 655 1,156 76.5 513 894 74.3

Nonsuburban Counties 306 639 1,176 84.0 493 877 . 77.9

Taxable Wealth pep Puoild
(Excluding New York City) .

Under $12,000 -! , 87. 625. , 1,119 79.0 470 822 74.9

$32,000 to 19,995 258 634 1,161 83.1 492 893 81.6
20,000 to 27,999 153 694 1,242 79.0 554 9E9 74.9
28,000 to 35,999 79 759 1,310 72.6 617 1,029 65.6
36,000 to 43,999 44 783 1,477 88.6 647 ,1,147 73.3
44,000 wid over 92 . 962 '1,615 67.9 789 1,289 69.4

Size of Districts
=

.

(Excluding New York City)
.Under 1,200%
1,200 to 2,399

223
202

712,

.661

1,286
1,222

80.6
84.9

519 .

517

.936
922

80.3
78.3

2,400 to 3,599 98 700 1,246 78.0 , 546 972 78.0

3,600 to 4,799 57 718 1,338 86%4 517 1,059 104.8
4,800 to 5,900 . 39 711 1,322 85.9 580 1,040., 79.3
6,000 and over 101 679-' 1;300 91%4 567 1,024 8C.5

a.including ie eral fund Expen itures
b. The noncity portions of Standard Metropolitan Statistical Areas
c. Nassau,',Suffolk, Westchester, and,Eockland Counties, Excluding New .York city
O. Excluding Institution Districts

rlildi,,[17,
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Table 5 (Concluded)

Average per Pupil Expenditures, State Aid, Local Tax Levy,
and School Tax Rates in Various Classifications of Major School Districts

1961-62 and 1969-70

Total

1961-62

State
Per HADA

1969-70

Aid

Percent
Change

Local

1961-62

Tax Le
Per HADA

T 1969-70

vy

Percent
Change

School
Per

1961-62

Tax Rat
$1.000.FN

1969-70
Percent
Change

$277 $610 120.2 $372 $ 654 75.8 $13.43 $19.42 44.6

320 633 97.8 338 584 72.8 13.47 21.54 59.9

203 556 173.9 454 818 80.2 13.37 16.66 24.6

509 179..7 356 578 62.4 10.49 15.71 49.8
262 599 128.6 333 536 61.0 13.09 19.56 49.4

331 622 87.9 385 663 72.2 15.17 23.50 54.9

311 588 89.1 458 828 80.8 16.73 25.57 52.8

358 666 86.0 279 449 60.9 12.40 19.69 58.8
399 750 88.0 206 375 82.0 11.62 19.32 66.3

462 896 93.9 123 180 46.3 12.41 18.27 47.2
399 '770 93.0 207 340 64.3 12.66 20.91 65.2
314 648 106.4 355 541 52.4 14.25 22.83 60.2
248 554 123.4 485 655 35.1 14.34 21.19 47.8
211 445 110.5 575 e31 61.9 13.71 22.57 64.6
224 391 74.6 689 1,155 67.6 10.99 20.56 87.1

412 730 77.2 276 467 69.2 12.68 17.80 40.4
381 736 93.2 275 483 '75.6 12.78 20.70 62.0
339 642 89.4 368 563 53.0 13.91 20.91 50.3
333 520 86.2 386 673 74.4 15.08 23.48 55.7
312 591 89.4 391 667 70.6 14.70 21.75 48.0
295 599 103.0 382 602 57.6 15.50 21.91 41.4

-20-
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pupil beyond the $760 ceiling and an average size correction of $49.

This expense was carried entirely by the local district. In effect,

therefore, low wealth districts are limited zo the ceiling expenditures,

plus a varying amount of size correction aid (based on nuMbers of pupils).

Many districts found it desirable to spend more for an adequate educational

program. These differences will change each *year as the relationship

between expenditure levels and the ceiling changes.

Excluding the cities, the pattern of total expenditures, by area,

was one of much higher spending in the New York City metropolitan area

than in the rest of the State. This contrast was more pronounced in

1969-70 than in the earlier year. In 1961-62, the difference between the

high and low spending groups was $162; in the latter year it was $327.

The extraordinary growth of total expenditures in the cities, especially

in New York City and the "Big Five," resulted from the large infusion

of Federal aid since 1965.

The pattern of operating expenditure levels was much the same in

the two years. In both years, the New York City suburban districts were

the highest spenders; moreover the range between these districts and the

low spending nonsuburban districts widened from $142 to $310. The largest

gain, $591, was made by New York City, the smallest by the upstate

suburban districts.

-21-
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Reflecting-the operation of the State aid formula, the New York City

suburban districts received the smallest increases in aid but increased

tax levies the most. Nonsuburban districts received the largest increases

in aid, while increasing tax levies the least. New York City, because

of the changeover .to payment of aid on A borough basis and urban aid;

received large increases in'aid. However, because of large increases in

expenditures, ier pupil tax levies also advanced substantially. Tax rates

per $1,000 'Of full'valuation follOwed about:the same pattern in 1969-70

'as in 1961-62, with the New York City suburban'districts having the highest

and the "Big.Tive" cities having the lowest. In 1961-62, the range was $6.24;

in 1969-79, it was 69.86.

As might be expected when expenditures are'analyzed by wealth level,

tmalthy districts spent 'more than poor distvieLs and lengthened their

lead. In 1961-62,'the'difference in total 4ending between the under-

$12,000 and the over-644,000' full valuation per pupil groups was* $337;

in 1969-70, the difference was $496. This relationship is also true for

operating expenditure's'. There the'range'betWeen the'wealthiesi.and the

poorest districts has.lengthenedfrom $319 in 1961-62 to 6467'in 1969-70..

The largest dollar indrease6 Were made by the'two wealthiest groups.

The poorest districtS.receiVed the mo'St State aid in 1961-62 and

still did in 1969-70. In fact, while in 1961-62 such districts received

$238 per pupil more than the most wealthy districts, in 196940 the
.

-22-
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difference had risen to $505. The reverse was true of the tax levy.

The poorest districts increased their per pupil tax levy only $57, the

most wealthy $466. The range between lok and high shifted $409, from

$566 to $975.

Tax rates, considering expenditure levels, are comparatively low

in the under-$12,000 wealth level group. They are highest in the

$20,000-$27,999 and $36,000-$43,999 wealth levels. The increase in

tax rates for the wealthiest group of districts, between 1961-62 and

1969-70, was the highest of any wealth level.

The amount of aid paid to districts at each wealth level indicates

that the present aid formula has a strong equalizing character, more so

than the preceding formula. Nevertheless, despite the equalizing effects

of State aid (and not all aspects of the formula promote equalization),

expenditures are very closely correlated with taxable wealth. The

poorest districts tend to be limited to an expenditure level in which

the State will share.

The analysis by size of district indicates a rather small range

in total expenditure: $57 In 1961-62 compared with $116 in 1969-70.

The highest total expenditures were in the 3,600 to 4,799 group of districts.

The range in operating expenditures was larger: $63 and $137.

Total State aid per pupil was lughest in the smaller districts and

decreased with increasing size until the 6,000 and over group was reached.

This partially reflected the effect of the sparsity size correction, of

greatest advantage to districts with fewer than 1,500 pupils and also,
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generally, a reflection of greater taxable wealth per pupil. Conversely,

tax levies generally increased with size until the 6,000 and over pupil

level. Tax rates rose until the 3,600 to 4,799 level was reached, and

then declined.

The "Big Five" cities exerted a negative effect on expenditures,

State aid, tax levy, and tax rate of the over 6,000 pupil group. When

the "Big Five" data are excluded, average total and operating expenditures

rose to $1,306 and $1,037, State aid to $616. The tax levy rose only to

$607; however, the average tax rate increased sharply to $23.62. With

the "Big Five" excluded, the increase of.$17 in aid is in part the result

of the additional size correction aid for districts with more than 8,000

pupils, and in part the result of lower per pupil wealth.
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Chapter IV

FIVE-YEAR TRENDS IN SCHOOL FINANCES

This chapter presents an overview of 5-year trends in average

daily attendance, key expenditure items, and school tax levies for

the entire State, New York City, and the remainder of the State, on

a gross (Table 6) and per pupil basis (Table 7).

Major districts upstate have had a declining pupil growth rate

since 1966-67. Much of the increase shown for 1970-71 is transfers

from parochial to public schools. The year-to-year pupil totals in

New York City followed an erratic course. The gain shown for 1968-69

probably overstated the actual growth, based as it was on an adjustment,

in accordance with Chapter 182 of the Law of 1969, for the adverse

effects of the 1968 teachers' strike. The sharp decline in 1969-70

reflected the adverse effects of school boycotts, the impacts of the

peace movement, and disruptions in a number of high schools. The

higher estimate for 1970-71 is based both on higher enrollment and

improved attendance.

Total expenditures for public elementary and secondary education,

including expenditures from Federal funds, rose from $3,285 million in

1966-67 to an estimated $4,545 million in 1969-70 and will increase to

an estimated $5,105 million in 1970-71. This is an average increase of

about 12 percent each year. New York Cityls annual growth rate was

slightly less than that for the rest of the State.
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Operating expendituresthe cost of the regular day-to-day program,

excluding capital outlay and debt service for school buildings, transpor-

tation, and tuition paid to other districtswere $2,516 million in

1966-67. These will probably rise to $3,906 million in 1970-71. Annual

average increases here exceed 11.5 percent.

Upstate debt service costs rose from $214 million in 1966-67 to

an estimated $333 million in 1970-71, an increase of more than 56 percent

in 5 years. The New York City debt service load increased from1129 million

in 1966-67 to $143 million in 1969-70, and is expected to reach $144 million

in 1970-71, reflecting an expanded school building pi.ogram.

The major portion of debt service is for school buildings. If the

1969:70 school building aid of $159 million to upstate school districts

13 deducted from total dcbt service of $300 million, tha amount borne

by local taxes is $141 million. Of New York City's debt service of

$143 million, approximately $34 million came from State aid and $109 million

from local resources.

Total debt service per pupil was $143 in New York City and $127 in

the balance of the State (Table 7). The net debt service per pupil--

the amount wholly supported by local taxeswas $109 for New York City

and $60 for:the balance of the State.

Total State aid, exclusive of school lunch aid, amounted to $1,461

million in 1966-67. In 1967-68, even though the ceiling remained at $660,

aid rose $177 million to $1,638 million. The 1967-68 upstate increase of

2s8
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$120 million was large in a year when the ceiling was unchanged. In

addition to the normal growth in aid due to increase in pupils, building,

transportation, and special aids grew substantially. The increase also

included $15 million in lottery aid.

New York City, after a large increase in aid in 1662-63, received

little additional aid in 1963-64 and 1964-65 because of small pupil

growth and larger increases in full valuation than in the balance of

the State. Subsequently, ceiling changes and the introduction of the

17.5 percent size correction led to sizable gains. Most of the 1967-68

increase was due to a $52 million aid payment on a five-borough basis

("borough aid") instead of a citywide district basis for half the year.

The extraordinarily large increase of $360 million in'new aid in

1959-69 principally rcflcctcd a coiling increase to 07GO, urban aid

($28 million of $52 million appropriated urban aid was actually paid,

$22 million going to New York City), and borough aid to New York City

for the full year.

Measured by the record of recent years, the increase in aid of

$51 million in 1969-70 was small. ,The Legislature did not raise the

ceiling; as noted, moreover, it imposed a "valuation check". General

aid in 1969-70, including high tax aid, was the amount paid in 1968-69

plus additional aid only to the extent that the increase exceeded one-eighth

of one percent ($1.25 per $1,000) of a district's full property valuation.

This provision reduced general aid by approximately 628 million.
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Total State aid is expected to be $2,311 million in 1970-71,

excluding school lunch aid, an increase of $263 million. New York

City's share of the increase will be $46 million, the rest of the

State, $217 million. Of the two options, the $860 ceiling with reduction

in size correction to one-half of the 1969-70 amount was most advantageous

to about one-half of the districts. The other half, mainly the smaller

districts and the "Big Six" cities, found it more advantageous to

calculate aid on a $760 ceiling and receive the additional 10 Percent

of operating aid and 100 percent of 1969-70 size correction. This was

principally so because of the relatively greater importance of size

correction aid.

The local district tax levy is, of course, complementary to the

total expenditure and State aid trends. In 1962-63, the first year

under the present formula, total expenditures increased 12.1 percent;

however, because State aid increased 19.3 percent, the local tax levy

had to increase only 8.1 percent. In 1963-64 and 1964-65, the balance

changed: expenditures increased more rapidly than State aid and local

tax levies had to increase more sharply. This occurred because most

districts exceeded the $500 ceiling.

As a result of changes in the ceiling in 1965-66 and 1966-67, the

balance again changed. In 1965-66, total expenditures rose mbre than

10 percent while State aid went up 18 percent and tax levies advanced

only 5.4 percent. In 1966-67, the pattern was generally the same.
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(The addition of Federal fund expenditures makes the increase in total

expenditures larger than the increases in State aid and tax levy would

indicate.) For 1967-68, the State aid percent increase exceeded that

for the tax levy only because of the lottery payment and the $52 million

borough aid paid to New York City.

Despite the large increase in aid in 1968769, upstate districts

were forced to raise taxes 0149 million because of the abnormally large

growth in expenditures. New York Cityls expenditures increased less

rapidlY; because of the large increase in aid, the increase in tax was

comparatively'small.

Even though the very small increase in aid in 1969-70 limited the

growth of expenditure's to a much smaller amount than in 1968-59, upstate

districts were still forced to raise an additional 0196 million in taxes.

The increase in New York City was a more modest $43 million. And despite

the large increase in 1970-71 aid, sizable increases in tax levies will

be necessary because of continuing large increases in expenditures,

especially in New York City.

The final item in Table 6 shows the growth in full valuation of

real property taxable for school purposes. In each year the equalization

rates established by the State:Board of Equalization and Assessment were

used. Hence, these.full valuationt are those used for tax purposes in

the year indicated. In the following.year these full valuations are used

to compute aid ratios for the apportionment of aid, which in turn is paid

a year later. These full valuations, therefore, are those which affect
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State aid to be paid 2 years later. This moving back a year in the full

valuations makes it possible to use the appropriate equalization rates

with each year's assessment rolls because rates will have been completely

established before the roll is used for apportionment purposes.

Full valuation increased from $98,041 million to $100,893 million,

or 2.9 percent, between 1965-66 and 1966-67, and to S103,439 million,

or 2.5 percent, in 1967-68. In 1968-69, the rise was 47 percent,

to $108,274 million.

In no one year did full valuation, relatively, rise as much as

school expenditures. Since school districts depend almost entirely on

the property tax, school tax rates must rise steadily despite such

State aid adjustments as increases in the State-local sharing ceiling.

Table 7 translates the statewide data presented in Table 6 into per

pupil terms and tax ratea on full valuation. Again, this arrives at

general average figures for the entire State, New York City, and the

remainder of the State.

.
'Average total expenditures per pupil increased about 32 percent

in the 4 years ending 1969-70 for an average annual increase of almost

10 percent. An estimated increase of 10.2 percent is expected in 1970-71.

If Federal funds are removed, the increase in the 4-year period was

34 percent. The expected increase in 1970771, minus Federal funds, will

be only 9.8 percent. It'is of interest that New York City will spend

almost $154 per pupil from Federal funds in 1970-71, while upstate districts

will spend $31 per pupil. This difference reflects the Elementary and

Secondary Education Act's emphasis on the education of the disadvantaged.
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Operating expenditures per pupil rose 9 percent to $852 in 1967-68,

from $782 in 1966-67. A larger increase, $103 or 12.1 percent, occurred

the next year. Operating expenditures reached $1,039 in 1969-70.

New York City has increased its per pupil expenditures substantially

in recent years, because cf increased State aid and a higher local tax

effort. In 1962-63, New York City's operating expenditure rose above

the upstate average. Moreover, with the exception of 1966-67 and 1968-69,

operating expense increases per pupil exceeded those for upstate districts

in all years since then.

Despite the lack of a general increase in aid in 1969-70, operating

expenditures per pupil still rose 6.9 percent upstate because of salary

increases for professional and nonprofessional staff, and general inflation.

The extraordinarfly large increase in New York City in 1969-70 was caused

not only by the above factors but by the decline in pupils.

Debt service per pupil has increased at an annual average of about

6.8 percent over the period 1966-67 to 1970-71 and has risen from $107

per pupil in 1966-67 to an estimated $139 in 1970-71.

The increase in State aid per pupil between 1963-64 and 1964-65 was

a comparatively small $17, or 5.1 percent. With the ceiling increases in

the next 2 years, the percent increases rose to 16.4 and 12.4, respectively.

In 1967-68, the percent increase declined to 10.1.

The large increase in aid in 1968-69, as already mentioned, was due

to the ceiling change, urban education aid, and the shift of New York City

-33-
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to five districts instead of one. Reasons for the comparatively small

increase in aid in 1969-70 and for the 1970-71 increase have also been

mentioned. The aid received and the expenditures made during any school

year are related to the number of pupils in attendance during that

school year.

The tax rates per $1,000 of full valuation shown in Table 7 were

computed by dividing.the total tax levy of all school districts, including

nonproperty taxes, by the total full valuation of taxable property. It

is, therefore, a measure of total local tax burden for schools. In 1964-65,

the average tax rate was $15.25. In 1965-66, the overall average tax rate

fell to $15.19, a 0:4 percent decrease. Since then, despite ceiling

increases, tax rates have risen steeply.

New York City's tax rate for schools has been corsistently less than

that of the average upstate district. Its tax rate was $16.40 in 1968-69,

while the upstate average was $19.38. While New York City's rate increased

only tL. $16.66 for 1969-70, tax rates upstate again rose steeply, to $21.48.

'The last section of Table 7 shows the trend in full valuation per

pupil. In 1966-67, the statewide average was $31,400 per pupil. Because

the State aid formula provides for the use of the full valuaticm of the

year preceding the base year (or 2 years preceding the payment year)t the

1966-67 full valuation was that used in apportioning 1968-69 State aid.

-34-
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The statewide average full valuation per rose in 1967-68

to $31,500; in 1968-69 to $32,300; and in 1969-70 to $33,700. Therefore,

if the school district's full valuation per pupil rises in the same

proportion as these statewide averages, the district's aid ratio will

remain constant. This is one of the major forward steps in the

1962 State'aid law. The district is insulated against the effects of

changes in equalization rates, provided the local change in full

valuation is similar to the statewide change brought about by ihe

same rate changes.
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Chapter V

SCHOOL DISTRICT NORMS

Thus far State aid and school expenditures have been discussed

in very broad terms. A statewide average is a convenient way to

summarize but does not indicate the great variation among the State's

school districts. In the following three tables, attention is paid

to these wide variations in each factor studied. These tables should

be useful in studying the statewide school support situation, because

the extent of the variations among districts is shown; and to individual

school districts, because norms are supplied'for comparing .one, district

to others of its kind in the State.

In all these tables the percentiles are computed on the basis

of school districts, grouped as city, suburban, Mow York City suburban,

other suburbn, and nonsuburban districts. The city group includes all

city school districts, including city central districts. The suburban

group includes all noncity districts in the counties classified by the

Hated:States Census as falling within standard metropolitan areas:

Nassau, Suffolk, Westchester,'and Rockland in the New York City suburban

group, and Albany, Broome, Erie, Herkimer, Livingston, Madison, Monroe,

Niagara, Oniida, Onondaga, Orleans, Oswego, Rensselaer, Saratoga,

Schenectady, Tioga, and Wayne. Nonsuburban districts are all noncity

-36-
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districts in counties other than those named above. Any school district

can readily determine its own group and read the norm tables accordingly,

to compare itself with similar districts; The above definitions of

suburban and nonsuburban misclassify some districts, but serve usefully

until better criteria of classification can be devised. As grouped, the

school districts are more homogeneous than when grouped by legal type,

when central districts ran the whole gamut from large suburban districts

to small nonsuburban districts. Actual norms are shown for 1968-69 and

1969-70, and estimates for the school year now in progress, 1970-71.

Table 8, operating expenditure per pupil, clarifies the procedure

and aids in the interpretation of all tables. The approved operating

expenditure of each district was divided by its number of pupils to

arrive at the per pupil expenditure; then, districts were ordered from

lowest to highest on per pupil expenditure. Counting.up, the expenditure

per pupil in the district at the 10th percentile was located, and so

on for the other percentiles. This was done for all major upstate

distt.icts, and for each of the five groups separately.

Each section.of the table, except for New York City, contains five

entries for each of 3 years: esttmated 1970-,71, and actual 1969-70, and

1968-69. The first line of Table 8 should be interpreted as follows:

of the 61 city districts in 1970-71, an estimated 10 percent will have

- 37-
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Table 8

Distribution of Per Pupil Operating Expenditures
Among Major Districts by Type

For Selected Years

School

Year

Ending 10

District

25

Percentiles

1 50
-

75 ir
Upstate

A. City Districts 1971 $ 873 $ 948 $ 979 $1,085 $1,280

1970 786 865 890 982 1,166
1969 779 817 850 927 1,055

B. Suburban Districts 1971 861 918 1,054 1,319 1,534
1970 799 853 971 1,201 1,382
1969 777 826 924 1,077 1,265

1. New York City 1971 1,030 1,146 1,292 1,493 1,723

Suburban Counties 1970 948 1,071 1,201 1,360 1,586

1969 874 966 1,081 1,239 1,403

2. Other Suburban 1971 841 877 937 1,040 1,104

Counties 1970 777 817 859 938 996

1969 751 797 837 902 965

C. Nonsuburban Counties 1971 841 868 933 1,011 1,117

1970 778 813 853 923 1,d05
1969 744 778' BIB 877 963

All Major Upstate Districts 1971 853 888 973 1,138 1,413

1970 790 829 895 1,037 1,305
1969 755 800 857 972 1,154

New York City 1971 1,257

1970 1,126

1969 996

-38-



8571

operating expenditures per pupil of $873 or less; 15 percent between

$873 and $948; 25 percent between $948 and $979; 25..percent between

$979 and $1,985; 15 percent between $1,086 and $1,280; and 10 percent

$1,280 or higher. The median expenditure mf these districts is $979.

New York City,. because of its size, is tabulated separately at the

bottom of the page.

Operating expenditure per pupil is probably the best objective

measure presently available of the quality of a school district's

educational program. For all major upstate.districts, after several

years of comparatively small increases, the median rose from $635 to

$701 between 1965-66 and 1966-67, and to $764 in 1967-68. The large

increase of $93 in 1968-69 occurred in a:year when both aid and tax

levies were increased substantially. The smaller increase in 1969-70 ,

was met always almost by tax .increases.

New York City spends .considerably more than otherdistricts, except

those in tfie immediate surrounding counties, and in ,1969-70 spent at ,

the '81st percentile of. upstate districts. Because its taxable real

property per pupil, is comparable to, those of upstate districts at the

91st percentile, its expenditure ;level is about as:expected.

New York City suburban districts consistently .spend at a much,higher

level than other,districts.; City.districts are next- followediby other

suburban and nonsuburban districts. ,Downstate,suburban districts tend to

. 1 .
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have greater taxable wealth per.pupil than other suburban and non-

suburban districtS. Tax resources are therefore an important factor

in school expenditure, but so also is the value placed upon education by

the community--its educational expectancy. New York City metropolitan

area districts, especially, because of their population characteristics,

are likely to place a high value on education and allocate tax resources

to it.
Table 9 shows the 3-year trend in the total amount of State aid

received per pupil, again calculated at various district percentiles.

The pupil units are those of the year the aid was received, making the

resulting quotient, more meaningful to the school district than figures

derived from the year the aid was -"earned."

For all major -upstate districts the median State aid -per oupil

was $454 in 1964-65. With an increase in the ceiling to 8600 in 1965-66,

the median rose to 8512. In 1966-67, with .the $660 ceiling in effect,

the median State aid per pupil rose $56 to 8568. With the same ceiling

in effect for school year 1967-68, the increase was only $40, and would

have been much less had this figure not included lottery aid, substantial

increases in textbookand Boards of Cooperative'Educational Services aids,

and other special aids. Because of the ceiling.increase to 8760, median

aid per pupil:rose to $699 in1968-69. In 1969-70, the median aid rose

only to $704. As previously noted, the small increase was due not only to .

the lack of any new or expanded aids, but also to an actual limitation in

the "normal" growth in aid. Because of increases in aid in 1970-71, the

median is expected to rise to $796.
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Table 9

Distribution of Per Pupil State Aid
Among Major Districts by Type

For Selected Years

School

Year
,

Ending 10

District

25

Percentiles

50 75 9-0-

Upstate

A. City Districts 1971 $442 $612 $694 , $761 $ 845
1970 393 '516 608 681 736
1969 376 512 599 647 751

B. Suburban Districts 1971 457 569 715 834, 915
1970 384 489 631 758 832

- 1969 376 480 628 747 823
-

. 1. New York City 1971 423 473 591 707 788
Suburban Counties 1970 354 406 521 631 . 718

1903 348 3S4 518 619 712

2. Other SUburban 1971 580 705 831 910 971
Counties 1970 4S7 621 739 813 879

1969 484 618 728 810 850

C. Nonsuburban Counties.- 1971 . 588 772 ..870 . 951 . 1,002
1970 513 691 785 858 922

.

1969, 522.
,

682 772 845 905

All Major Upstaie Distt.icts 1971 483 632 796 897 964
1970 408 552 704 807 886

%1969 404 , 546 , 699 .797 868

..,

New York City 1971 583

1970 . 556 ..

1969 539
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New York City's per pupil aid actually decreased between 1962-63

and 1963-64, primarily because the full:valuation per child increased

much more rapidly thaa upstate. In 1964-65, aid per pupil rcse slightly

because of increased transportation, size correction, and an added

3 percent of operating aid. These three factors more than compensated

for an increase in full valuat5on per pupil. Aid per pupil rose from

$257 to $307 in 1965-66 because of the rise in the ceiling and increase

in size correction aid. Aid increased again in 1966-67 due to an

increased ceiling. The increase for 1967-68 is due almost wholly

to the shift to a five borough school district. As a result of the

ceiling increaae, being paid as five districts rather than one, and

urban aid, New York City's per pupil aid rose an unusually large $135 to

$539 in 1968-69. The increase of $17 per pupil in 1969-70 was due to

the sharp decline in attendance. Actually the City received $4 million

less aid in 1969-70 than in the previous year.

As to types of districts, nonsuburban districts receive the largest

amount of State aid per pupil because of the operation of the equalization

principle. Their taXable wealth per-child is lower than in the other

types of districts. Many of these districts are also so small that the

size-correction brings them an appreciable-increase in aid. Opstate

suburban districts receive the next highest amounts of aid, followed by

city districts and New York City suburban districts. New York City,

because of its greater wealth, typically receives less aid per child than

any of the upstate groups; in 1968-69, however, per pupil aid surpassed

the median for the four surrounding counties due to the shift to five

districts and of urban education aid.

-42-
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Table 10 shows the norms for school tax rates per $1,000 of full

valuation in major school districts over the.3-year period. The 1970-71

tax rates are estimated. Tax rates for the other years were determined

by dividing the actual levy, including the yield of any nonproperty

tax used, by the full valuation obtained from,the appropriate equali-

zation rates.

Between 1962-63 and 1963-64, the upstate median tax rate increased

only 29 cents, to $13.37. The next year, with no new State aid except

for nomal growth and.an additional 3 percent in.operating aid, the

median tax rate rose to $13.97. 1n.1965-66,-with a large increase in

.State aid, the median tax rate rose,to only $14.01. However, in the

following year, despite another increase in the ceiling, the tax rate

increased to $14.66. In 1967-68, with the ceiling stable3-the medin

rose $1.41 to 616:07. Because of an unusually largeincrease in

expenditures, State sid, tax levies, and tax,rates rose substantially.

The median tax rate for-1968-69 was.$17.68. Another large increase to

$19.63 was recorded in 1969-70...The comparatively small.median upitate

tax increase for 1970-71 reflects the inflationary expansion of.full

valuation of real- propertyi

New Yoric Cityls tax effort, until 1967-68, Was somewhat greater than
-

the upstate median. After falling between.1962-63 and 1963-64, a sizeable.

increase of $1-.41 to $15.19 was necessary the next year. Another drop

in 1965-66, to. 615.04, was followed by an increase to $15.45 in 1966-67.
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Table 10

Distribution of School Tax Rates Per $1,000 of Full Value
Among Major Districts by Type

For Selected Years

School
Year

Ending 10

District

25

Percentiles

50 75 90

Upstate
A. City Districts 1971 $13.57 $16.42 $19.75 $22.00 $24.05

1970 13.15 15.82 19.18 21.15 22.76

1969 12.33 14.81 16.78 18.98 21.07

B. Suburban Districts 1971 15.32 18.21 22.18 25.92 11.04

1970 14.94 17.60 21.42 25.16 29.53

1969 13.86 16.45 19.87 22.47 25.40

1. New York City 1971 16.64 23.12 26.42. 29.97 35.40

GuLurbon CouutIea 1570 15.31 22.22 25.33 26.55 31.86

1969 13.81 19.28 22.20 24.98 27.72

2. Other Suburban 1971 15.48 '17.28 19.84 22.24 24.02

Counties 1970 14.92 .16.91 19.32 21.48 23.44

1969 13.83 15.42 17.90 20.23 22.05

C. Nonsuburban Counties 1971 14.36 15.99 18.70 21.63 25.34

1970 . 13.98 15.60 18.13 20.93 24.03

1969 12.04 14.03 16.15 18.50 21.35

All Major Upstate Districts 1971 14.67 16.86 20.20 23.93 28.64

1970 14.29 16.52 19.64 23.17 27.13

1969 12.62 15.00 17.68 20.81 24.22

New York City 1971 .17.85
1970 16.66
1969 16.40

I
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The rate rose to $16,40 in the next 2 years,.and to $16.66 in 1969-70.

Thus, in 4 years, the upstate median rose from $0.79 below to $2.98

above the New York City rate. Unlike thC rest of the State, New York

Cityls tax rate increase will be large in 1970-71, the result of a

relatively small increase in aid combined with a very large increase

in expenditures.

The range of tax rates upstate is large, and is getting larger

each year. Between the 10th and 90th percentiles it was about $9 in

1962-63, and $12.84 in 1969-70. Suburban districts have the highest

tax rates, particularly those in Nassau, Suffolk, Westchester; and

Rockland Counties. These districts expect much from their schools and

are willing, if not eager, to tax themselves heavily to provide funds

for the schools. City districts have the next highest tax rates.

These may, in many cases, be held down by tax limits that do not prevail

in other types of districts. NonsUburban districts have the lowest

tax rates. Taxable wealth per pupil tends to be low, and even a large

increase in taxes would not bring their program much above the level

at which the State will share.

-45-

2 9 6



A
P
P
E
N
D
I
X
 
A

' '

)*
1-

..,
_.

r 
4

il
tr

"-
--

--
- 

i
.-

' i
7-

 "
 '"

1
!i.

.-
-.

--
-:

.:.
.7

 , 
-.

i
"

.!
. ,

.(
 '

- 
l-"

""
t

i
I

un
O

S
iL

.iz
__

_1
1.

,:.
...

.T
,i

i,.
..z

...
,..

.2
,1

,.,
.1

'.1
...

...
...

L
i
f

7
.
,
.
.
.
_
.
.
.
.
7
.
_
_
_
.
.
.
.
.
.
.
,

ii 
-

,,.
_)

,-
--

--
1-

...
..

:..
.-

.1
...

...
,._

:,.
.-

!.:
...

...
,-

--
--

-.
.,,

-
.
.
1
.

.
.
.
.
.
.
.
 
1

.
.
;
.
 
.
.
.

:
1
.
.
I
I
"
:
;
-
'
:
-
t
-
-
-
S
t
l
.
.
.
-
;
.
-
r
-
-
H
-
-
. l
e
"
"
.
.
:
7
4
.
.
.
,
 
-
.
1
.
.
1
:
7

-
-
-
-

.
.
;
.
-
-
-
.
.
_

.
.
.
.

L
1
7

i
'

-

k
1
-
'
'
'
'

,

...
:

...
.,,

--
-d

a.
...

1.
.:

C
.

77
.

\-
.. 

'
g

.1
.

...
...

...
...

1
1

*

1
i

. '
'i

--
--

--
.1

r
.,,

.-
t,.

.-
-

1

..
.

""
":

:-
.7

.

...
...

.
...

...
. !

L-
I

1-
.

-
.

*

.
.

N
E

W
 Y

O
R

K
 S

T
A

T
E

C
O

U
N

T
IE

S.
4

"-
,
v
u
,
"
:

-
su

m

1eo
et

ir
."

-
.. 

_,
 r

.
c
f

=
A

M

LE
C

E
N

D

S
u
b
u
r
b
a
n
 
C
o
u
n
t
i
e
s

O
D
c
n 1

N
o
n
s
u
b
u
r
b
a
n

0
0

C
o
u
n
t
i
e
s

...
i:,

..4
.. 

+
,..

..*
,:.



tY+,'

4.;.;

8579

[The Congressional Record, Mar. 23, 1971]

LEGISLATION TO EASE LOCAL PROPERTY TAX BURDEN FOR
LOCAL EDUCATIONAL COSTS

(Mr. DOW asked and was given permission to extend his remarks at this
point in the RECORD and to include extraneous matter.)

Mr. DOW. Mr. Speaker, today I am introducing legislation to fill a vital fi-
nancial nee(1 for elementary and secondary schools. My proposal is a Federal
inducement to the States so that they will assume the cost of financing public
elementary and secondary education as a State function, and gradually relieve
localities of this burden. My plan is that the Federal Government reimburse each
State for 50 percent of the increased cost above the local share which it assumes
from one year to the next.

The bill's formula is intended to reduce the local property tax, by some or all
of .the 55 percent of the total cost, nationwide, for public elementary and second7
ary schools which that tax is now bearing.

Taxes for support of elementary and secondary schools are historically levied
on real estate. More and more, this regressive type of taxation is coming under
widespread criticism that is not limited to any State boundary.

The present school tax based on real estate contains the unfairness inherent
in the assessment process. Real estate tax assessments are subject to deliberate
bias and favoritism, and unrealistically low values from the distant past 'are
often frozen in. The tax assessor's judgment is always in question. Moreover, his
lodgment is inexact because there is no dollar-and-cents foundation for propertY
assessment. When income is the base for tax, the income is declared and knoM!
down to the penny.

Coupled with problem in the method of assessment, is the gross disparity M
the tax base available from one community to another. It deprives some children
and perhaps even surfeits others. The Advisory Commission on Intergovern-
mental Relations in their April 1969 report titled, "State Aid To Local Govern-
ment," points out that the ratio of high to low ability to pay is as much as 66 tO
1 in one of our States. In a number of other States the ratio is startling.

The inelasticity of the present system of taxing real estate for school support
is a major shortcoming. The property, tax base, unlike a tax on income, expands
very slowly and does not follow the business or income cycle. Another drawback
in the present oniversal school. tax system is the undue burden it has proven
to be for elderly people. Many of these come to the end of their days with their
sole equity being their homes. Still, they are heavily taxed to hold this precious
saving at the period in their lives when they are not sending children to school:

Mr. Speaker, I find a widespread disenchantment everywhere in this country,
with the heavy and inequitable .burden represented by school taxes on real estate',
Practically, this is a problem for each State to solve. Yet .the attitude of )our
tax-paying public in many States is such,and the inequities of the school 'MX
so universal, that I urge a Federal inducement to move this incubus whiCh ,18
so prevalent and to propose a release of localities, from their ill-adjUsted and
inequitable school tax burden. , .

The inducement formula in my bill is computed from the increased Percentage
of education assistance for public elementary and secondary education assumed
by the State in any year. The Federal Government will reimburse the State
for. 50 percent of the increase from .year. to year. Under this plan aiiy ,State
whose educational effort relative to the local effort is increased will gain:The
formula would apply, whether the state Went from providing 8.9 percent of the
educational aid as in the ease of New..Hampshire to any higher percentage. ,.

The significant fact ji that to qualify for this aid the local share could not be
increased relative to the State share. At .the end of iny remarks I have enclosed
a table for all States which gives the Most recent figures of effort expended by. all
three levels of GovernmentFederal, State, and localto demonstrate that the
inducement formula will apply in all cases even where there are great ,variinces
in the State and local share.. . .-. .

The, States would, .under my plan, progressively, assume more or all of the
local school costa in_return for a 50 percent,,one time, Federal bonus in consider-
ation of their action. Most certainly the consequence.would be a rise in the State's
income tax levy. This, of. course, is a progressive, not regressive, tax ,and one
that falls with some weight and justice on all income earners, including large
industrial corporations. Heretofore, these enterprises have been relatively free of
school taxes or, at best, subjected to them in a haphazarl.. and incidental manner
that relates to the chance locations of industrial enterprises.e.
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Further, such enterprises have been irregularly and inconsistently favored by
low assessments inducing them to locate or stay in accommodating communities.
This, in itself, is a still further example of shortcoming within the present school
tax system. For properties other than the industrial favorites now have to suffer
the added burden of the favors so granted.

My bill offers the States the option of electing to move very quickly tn assume
the total education costs, thereby qualifying for a large Federal payment or
gradually, in which case, the Federal assistance would be spread over a longer
period of time.

I do not feel that the Federal Government should underwrite the bulk of State
education financing. My proposal is directed at the local property tax which is
a very inadequate and antiquated vehicle to use for the funding of our educa-
tional systems. Local people in many States like New York are seriously strapped
by this tax. The percentage distribution of local funds has been more or less
constant since the mid-forties. For 1945-46 the percentage distribution was:
Federal,, lA percent ; State, 34.7 percent; and local 63.8 percent. These figures
for 1970-71 are estimated to be : Federal, 7.5 percent ; State 37 percent ; and
local 55.5 percent.

The bill, as I have remarked earlier, would encourage States to pick Up a
greater tax share and discourage reliance on the local property tax. This view is
supported by the Advisory Commission on Intergovernmental Relations which
has prepared a model bill for State legislatures. The amount of funds that would
be required from the Federal Treasury for my proposal would be based on the
increare of State contribution compared with that of the local share. To keep the
limit within bounds the bill places a ceiling of no more that $100 per pupil in
any 1 year. Therefore, if the total number of pupils in elementary and second-
ary education, 51,581,000, were each entitled to $100 the total Federal cost of the
bill would be $5 billion. This would, in practice, no doubt be spread over a number
of years. It would be a one time outlay.

State assumption of the primary responsibility for public elementary and sec-
ondary school financing is a practical way of achieving a substantial parity of
resources behind each pupil within a State. It would eliminate the disparities
now prevalent between school districts which are caused by the great variations
in both wealth and the willingness to tax.

Continued reliance on the property tax for local school support seriously con-
tributes to fiscal tensions in the intergovernmental financing systems. Since the
mid-forties, local schools have increased their share of receipts from local prop-
erty taxes from less than one-third to slightly more than one-half of all local
Property tax revenue. This means that other local services which should be
borne bflocal revenue sources have become secondary claimants in the compe-
tition for this tax source.
-I feel that this legislation would provide' the required incentive to the States

to pick .up the education burden. The fOrmula in the legislation allows a State
to ease towards this goal or move much-More rapidly. The key factor being that
State tax dollars would be substituted for local tax dollars.

This' legislation creates a twofold advantage: It will reduce the pressure on
the local property tax while providing public education with a tax base of greater
growth potential. A statewide assumption of this burden would tend to equalize
the educational advantages provided within the State, yet 'preserve the local
interest:demonstrated by local citizens concerned with school board and admin-
istratii-e'problems. No student' should be denied an adequate educational oppor-
tiinity merely because he or she resides'in a particular -area within a State; nor
'should property-owning citizens be unduly penalized because there is a limited
tax base to draw on for educational' services.

The loeal Property tax under thii proposal would then be freed for those local
servicee ,such as police, fire', water and sewer, roadways and other municipal

In-this way, I feel our citizens will better understand who is responsible at.
each level for providing the services.

As all taxpayers are aware, Government funds are not limitless, they have
to comelrem somewhere: Today our citizens are truly up to their necks in taxes
Of all' kinds.. The Federal Government does not have unlimited funds,' nor -do I
believe it should' assume more than a'fraction of education costs. My bill offers
the inducement, the incentive, to shift' one cost to the State.' It does not create
any marked dependence on Washington on Federal moneys but allows for reor-
dering services to the governmental levels that should be responsible.
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The principal objection I have heard to the plan contained in my school tax
bill is the presumption that local school boards, if no longer responsible for rais-
ing school taxes, would lose local control of their educational systems, and that
there would be a State takeover. To this criticism, I reply that in my own State
of New York the State now provides 45 percent of the school support. With that
much leverage the State could exert immense influence on local school decisions,
even today ; but it does not. Why? It does not for one reason, because the State
legislature made up of local representatives would not allow it and, second, that
is not the nature of our educational system. Nobody wants it that way.

Moreover, a great part of local school costs are now mandated by State law.
At least that is so in New York State. The latitude of local school boards in
the fiscal area is not really very great, even as matters are today.

A wholesome State oversight is to be desired and I believe it does exist in
the many States which now carry a high percentage of school costs. But I have
not heard that such control is anywhere preemptive of all school related deci-
sions.

The States which assume 50 percent of the cost of public education at the
elementary and seondary level and comply in other respects, also have the op-
tion, under my bill, of electing to take the total of educational programs for
which they are now eligible in the form of a block grant and administering the
total money to which they are entitled under the separate programs as they feel
it can best be utilized.

The text of my bill follows :
A bill to encourage States to increase the proportion of the expenditures in the

States for public education which are derived from State rather than local
revenue sources
Be it enacted by the Senate and House of Representatives of the United States

of America in Congress assembled, That the Elementary and Secondary Educa-
tion Act of 1965 is amended by inserting after title V the following new title NI :

"TITLE VISTATE ASSISTANCE

"PART A--DIDECT ASSISTANCE

"ELIGIBILITY FOR DIRECT ASSISTANCE

"Sze. 601. A State shall be eligible for direct assistance under this part for a
fiscal year if the State educational agency applies therefor and the Commissioner
(on the basis of information provided by such agency) determines that under
applicable statutory or constitutional provisions, or in practice at least 50 per
centum of the financial support for elementary and secondary education in such
State is provided from State revenues. In making his determinations required by
this section, the Commissioner shall disregard payments from Federal sources.

"AMOUNT OF DIRECT ASSISTANCE
. .

"SEC. 602. (a) The amount of direct financial assistance to be paid to a .State
which is eligible .therefor under section 601 shall be equal to the amount'. the
Commissioner determines a State and its, political subdivisions (including ',local
educational agencies) Would receive under the proVisions of law listed' in.Sub.-
section (c) for that year but for the decision of the 'State educational ageney
to obtain direct financial assistance under this part.

"(b) No payments shall be made under any of the provisions of law listed
in subsection (c) to a State or its political subdivisions (including local educa-
tional agencies) for any year for which such State reeeives 'direct .aisistance
under this part.

" (c) The provisions of 'law referred to in subsections (a) and (14 are the
following :

"(1) Title I of the Elementary and secondary.EduCation Act of 1965.
"(2) Titles II, III, V, and VII of the Elementary and Secondary Education

Act of 1965.
"(3) Titles III, *, and VI of the National Defense Education Act of 1958.
" (4) The Vocational Educational Act of 1963.

(5) .The Vocational Educational
" (6) The Adult Education Act. .

" (7) The Education of the Handicapped Act.

9.
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"USES OF DIRECT ASSISTANCE

"SEc. 603. (a) Funds granted a State under this part shall be used for support

of elementary and secondary education in that State without regard to the pur-

poses for which funds could be used under the provisions of law listed in sec-

tion 602(c).
(b) As a condition to the receipt of funds under this part, the Commissioner

may require the adoption of such fiscal control and fund accounting procedures

as may be necessary to assure proper disbursement of, and accounting for, Fed-

eral funds paid to the State (including any such funds paid by the State to any

other public agency under this part).

"PART BGRANTS FOR INCREASING STATE SUPPORT FOR ELEMENTARY AND

SECONDARY EDUCATION

"ELIGIBILITY FOR ORANTS

"SEC. 611. A State shall be eligible 'for a grant under -this part for any fiscal

year .if the State education agency applies therefor and the Commissioner (on

the basis of information provided by such agency) determines (1) that the State

has increased the percentage of its expenditures for elementary and secondary

echication' Which are derived from State rather than local revenue sources dur-

ing the preceding fiscal year over such percentage for the second preceding fiscal

year, and (2) the average per pupil expenditure in the State (as defined in sec-

tion .103(e) of title I of this Act) for such year is not less than.such expenditure

for.the preceding fiscal year.
"AMOUNT OF GRANT

"See. 612. (a) Subject ta the provisions of subsection (b) and section 614,

grants under this part shall be determined as follows: Where the State school

expenditures of a State in the preceding fiscal year exceed such expenditures for

the second preceding fiscal year; the grant to the State Under this part shall be

equal to 50 per centum of such excess, except that such excess shall be (1) re-

duced by the amount by which local school expenditures 'of the State in the

preceding fiscal year exceed such expenditures for the second preceding fiscal

year, or (2) increased by the amount by which such expenditures for the preced-

ing fiscal year are less than such exPenditures for the second preceding fiscal

year,' as the ,case' May be. 'If both the State' and the local school expenditures of

a. State 'in .the PreCeding fiScal year are less than Mich experichfures in the second

preceding fiscal year, and the reduction in' the local school expenditures exceeds

the reduction in' State school expenditures, then the grant to the State 'under

this Part shall be equal to 50j3er centum.of the difference between the -reduction

hi local sehootexpenditUres and the. reduction in' State school expenditures.

"(b) The grant to' a' State for' a fiscal' year shdll not. exceed $100' times the

enrollment in elementary and secondary schools in the State in the preceding

fiscal year.
"(c) _For purposes of this section, 'State school expenditures' means expendi-

tures for public elementary, and secondary education..in the -State from funds

derived- from State. revenue sources, and 'local school expenditures' means ex-

penditures. for public elementary and seCondary. education in the State from

funds derived from local revenue sources.,

"USES or. GRANTS

"SEC. '613. Funds granted a State wider this part shall be Used only for Support

of 'elementary and seCondary education in' that 'State. As a condition to the re-

ceipt of funds under this part the Commissioner may require the adoption of SuCh

fiscal control for *the accounting .prOcedurei as may be neeessary tO assure

proper disburnement of, and accounting for, funds paid to the State (including

any such'funds paid by the State to .ahy other public agency under this part).

"ADJUSTMENTS ON ACCOUNT OF APPROPRIATIONS

"Sm. 614.--In the event -the funds appropriated to' carry out this part for a

fiscal year-are insufficient to make -in full'. the grants'-to -whieh! the Statei are

entitled, the grant to each of the States eligible for a grant 'shall be reduced

pro rata."
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[The Washington Post, Oct. 26, 1971]

SCHOOLS SET .TO CLOSE IN DAYTON

By Peter Milius
The Dayton, Ohio, school board has run out of money and will shut down all

the city's schools on Friday, Nov. 5.
It will reopen them Nov. 15 if the voters approve a $12.6 million property tax

increase in a Nov. 12 referendum.
If the increase is rejected, the schools will stay shut until another referendum

on Dec. 14.
If it fails again, there will be no school until January, the start of the school

system's next fiscal year.
Daytonwith 53,000 pupils, the nation's 70th largest school systemis the

biggest of 33 Ohio school districts that will have to close from three to 30 days
ahead of schedule this calendar year if voters turn down tax increases.

The 33 make up 6 per cent of the school districts in the state, and contain
181,000 pupils. Dayton is the only one ciosing before its referendum.

FAMILIAR PROBLEM

The problem. in these 33 districts is the familiar and simple one : School costs
are up, and taxpayer willingness to foot the bill is down, in Ohio as elsewhere inthe country.

Intertwined with this are some pecularities of Ohio politics, and what seems
to be a spreading dissatisfaction everywhere with the traditional use of the lo-
cal' property tax as the financial mainstay of the public schools.

Nationally, local taxes, most of them on real estate, pay about 52 per cent of
public school costs. The system is being challenged in the courts by civil rights
lawyers on .the grounds that it is inequitable because some school districts have
more taxable property per child than others, and can thus raise more while tax-
ing less. It is also under challenge from educators, who argue that it doesn't
produce enough money.

The California State Supreme Court and a U.S. district judge in Minnesota
have declared the system in 'those states unconstitutional. Meanwhile, many
states, for a variety of reasons, are increasing their share of the payment of
public school costs.

In the prness, they are shifting the burden from property to sales and income
taxesand to some extent, equalizing the spread of tax revenues.

Ohio, where the tradition of local .taxation is strong, has resisted this trend.
The state last year contributed only 29 per.cent of public.school coststhe av-
erage for all states was 41 per centand local taxes bore 66.5 per cent of .the
burden. The federal government made up the rest. .

Ohio is also a state where, judged by .personal income, state and local taxes
and school spending traditionally have been relatively low.

In general, the state's Republicans are inclined to celebrate the low taxes, the
Democrats to deplore the relatively low expenditures: The state now has a Re-
bublican legislature and new Democratic governor,' John J. Gilligan, and they
are in the process of hammering out a .neW taxing and school spending package
that may raise the state share of the school burden.

[The Washington Post; bd. 20, 1971]

BALTIMORE FILER SUIT ON SCHOOLS

By Lawrence Meyer

The city of Baltimore has filed suit charging that' Maryland's system of fi-
nancing public education unconstitutionally gives children in wealthy jurisdic-
tions a greater opportunity to receive duality educati6n than children in poorer
subdivisions. , , .

The suit, filed before a three-judge panel in the U.S. District Court in Baltimore,
is being taken seriously, by the state attorney general's office, which will defend
the State against it. Deputy Attorney General Henry Lord, gays he considers the
suit "significant" and predicts it may wind up in the U.S. Supreme Court.

,.:4
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The central question raised by Baltimore's suit is whether an educational system
in which school districts that have less taxable wealth must either spend less on
the edUcation of their children than more affluent subdivisions or place a heavier
tax burden on the individual taxpayer violates the U.S. Constitution.

Recent decisions by the highest court in California and a federal court in Min-
nesota saying that such financing is unconstitutional and striking down the fi-
nancing systems, have caused concern among Maryland legislators.

Gov. Marvin Mandel has said repeatedly that Maryland's situation differs from
California's, but some legislators have expressed the belief the California and
Minnesota decisions may be made applicable nationally.

Baltimore's suit makes the claim that because of "the differing abilities of
the subdivisions to finance their share of public education costs and the inequities
in the distribution of state assistance, there exists, and will continue to exist, a
wide disparity in the total amounts which the respective subdivisions spend for
current public education."

To support its argument, the suit presents an array of statistics showing the
wide range in local taxable wealth per pupil, from about $37,100 in Montgomery
County to $19,485 in Baltimore City to $13,400 in Somerset County.

The suit contends that to raise the same tax dollar for education, as a result
of the disparity in wealth, Baltimore City and Somerset County must tax their
citizens at a higher rate than Montgomery County.

Thus the quality of education that students receive, the suit argues, is deter-
mined by an accident of birth rather than by a conscious policy so that children
in poorer communities receive an education inferior to that of children in wealth-
ier communities. "There is no rational basis for such discrimination," the suit
argues.

Maryland has 24 school districts ; one in each of 23 counties and the city of
Baltimore. In the suit, lawyers 'for the city 'cite statistics collected by the state
department of education showing that Montgomery County appropriated more
money per pupil in 1969-70 (the latest available figures) than any other Mary-
land subdivision. Montgomery County appropriated $716 per pupil, compared to
$556 per pupil for Prince George's, which ranked third; and $425 for Baltimore
City, which ranked ninth.

Measured against total taxable wealth, Montgomery County's effort was less
than Prince George's but greater than Baltimore City's. Montgomery County
spent 2.02 per cent of its taxable wealth on education, compared.' to 2.48 per
cent in Prince George's and 1.98 per cent in Laltimore City.' In' other words,
Prince George's taxed at a higher rate than Montgomery for education, but
still spent less per pupil because of Montgomery's greater wealth. Baltimore
City taxed at a slightly lower rate than Montgomery, but Montgoznery's greater
wealth again produced a much higher per pupil expenditure.

Counting money provided in state and federal aid, Montgomery County re-
mains on top with an expenditure of $1,009 per pupil. Prince George's is second
with $802 and Baltimore City is fourth with $761. .

Montgomery County has announced its intention to intervene in the suit to
support the state.

Budget Battle

AS TAXPAYER REBELLION PERSISTS, MONEY CRISES GROW IN U.S.
SCHOOLS

[The Wall Street Journal, 'Oct:. 29, Op.] .

f4PEOIAL PROGRAMS ARE CUT .; ONE SYSTEM CLOSES DOWN ; "THE PUBLIC DOESN'T
CARE"

; WREN .WINDOWS IN DETROIT

By Ralph E. Winter
Last year the nation.'s public school systems were in deep financial trouble.

They bad to lair off teachers, cut out sPorts and other extracurricular activities
and reduce the, number of courses offered. But then summer came, the-schools
closed and everybody forgot about the crisis.,

But it didn't go away. 7%.
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Schools have been open again for a month or so, and it's the same old story.
Systems are laying off teachers, cutting out extracurricular activities and reduc-
ing the number of courses. They're cutting budgets drastically, and educators
are talking once again of the perils to children. The system in at least one big
cityDaytonwill close on Nov. 5 because it is broke. Others fear they may
have to close, too.

"We've made some cuts each year since 1968, and we're now living with $6 .

million or $7 million worth of reductions," says John F. Faust, acting associate
superintendent of the Cincinnati schools. "Our board struggled with the decision
on whether to close and decided that their mandate is to keep schools operating.
But like a lot of other school districts, there's not much left to cut, so we can't
keep on going if we don't get more money soon."

ESPECIALLY ACUTE

A recent National Education Association survey showed that 41 of 63 large
school districts are making some kind of cutback and 13 are on a "hold the
line" budget permitting no additions or improvements ; only nine have money to
expand. Many smaller rural districts are equally hard pressed, and even rela-
tively prosperous suburban communities are increasingly, reluctant to spend
tax dollars for schools.

This year's problems are especially acute for a number of reasons. For one
thing, this, is the second or third year of cutbacks for many, districts; the frills
are already gone in many cases, and current reductions are cutting into basic
programs. Furthermore, many schools are being forced to raise funds for nOn-
academic purposes, such as court-ordered busing to achieve racial balance..

In view of the worsening financial crisis, it seems ironic that enrollments have
leveled off or are declining in .most communities. Public elementary and high
schools are expected. to enroll only 1.1% more Students in.1975 than 1970's 45.9-
million enrollment, compared with a 26.7% jump during the 1960s. Furthermore,
for the first time since the Depression, there's a surplus of teachers. As a result,
many teachers are working, without raises..

,

School costs, however, have Continued to climb nearly 10% a yearfar mare
rapidly than property values in most communities. Property taxes are the
largest single source of school revenue. During the last school year, local tax-
payers shelled out 52% of the $42 billion spent on public elementary and high
schoole. And property owners are balking.

VOTING NO

In Ohio, for example, voters last year approved only 27% of the requests for
higher property taxes for school operation, down from 51% 'approved in 1969
and 68% in 1968. New York State' voters turned down 132 school budgets pro-
posed for 1971-72, compared with 82 budgets rejected a year earlier. And in
Louisville, school administrators decided against even trying for higher property
taxes, after a poll showed that while two-thirds of the voters agreed school
financial problems were serious, only one-third said they were willing to pay
higher taxes to solve them.

School administrators have adopted a wide range of approaches to dealing
with the cash crisis. In Ohio, an increasing number of schools are adopting Day-
ton's methodrun normally until the money is gone, and then close. "We'd
rather close than lose gains in education it has. taken decades to make," says
Wayne Carle, Dayton's superintendent. (Lost time in Dayton will be made up
later in the school year, possibly including some Saturday and Sunday sessions
next spring.)

Dayton's voters will once agrin go to the polls on Nov. 12 to decide on the fate
of a proposed $10.5 million tax increase; passage of the proposal would allow
schools to borrow against future income and reopen Nov. 15. If the proposal
fails to win acceptance, the same issue will reappear on a Dec. 14 ballot. And if
that, too, is rejected, Dayton schools will remain closed until Jan. 3, at which
time 1972 tax money will be available.

To forestall such crises, other cities are eyeing the elimination of various days
from their school calendars. Chicago may operate its schools only 177 days this
term, instead of the 189 originally planned, adding 12 'days to the Christmas va-
cation. Philadelphia schools will close before the end of May if more money isn't
forthcoming. And in Los Angeles, high school students attend only flve hours a
day instead of the previous six.

; 30
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Cutting school time isn't the only method of cutting costs. Detroit schools
have cut back maintenance to the point that some broken windows are merely
boarded up. Columbus, Ohio, among other austerity measures has eliminated
school concerts formely performed by the Columbus Symphony (at an annual
cost of $10,000). And among numerous other examples, the high school in Car-
rington, N.D., this year dropped its only foreign language course, German, from
the .::urriculum.

A number of basic reasons underlie the current crisis. Paramount, of course, is
the fact that average teacher salaries rose 77% during the last decadeand 80%
or more of most school budgets is allocated to payrolls. But non-educational ex- 3

penses have also climbed ; Boston schools, for example, expect to spend $970,000
for fuel oil this year, about $300,000 more than last year.

Schools have further increased their costs over the past few years by as-
suming additional educational responsibilties, including extra vocational courses,
specialized instruction for both slow learners and gifted pupils, and a host of
other out-of-the-ordinary programs. "The type of program we were developing
was beyond the community's ability to pay," says an administrator for the De
Kalb, Ind., schools.

The De Kalb system is typical of numerous other districts. The schools' courses
had grown to include a number of "extra" programs, including violin instruction,
four years of French, and advanced chemistry classes. In April, however, tax-
payers voted down a proposed levy ; the violin lessons were ended, advanced
courses were combined, and the staff was changed from a one-to-15 ratio faculty-
to-student to one-to-20.

"We were expecting additional state support but didn't get it," says the De
Kalb school administrator. Consequently, he adds, the system's "education is a
little less personal than it was."

The fact that state aid hasn't risen to earlier expectations is complicating
school budgeting throughout the country. "The rise in state aid has just about
kept up with inflation in school costs," says Glen L. Hanks, secretary to the
Kansas City board of education.

Many politicians, to be sure, frequently and enthusiastically discuss the pos-
sibility of increasing state aid for public schools. Such enthusiasm, however, is
more often than not eventually muted by election realities, and reluctance to
raise state taxes keeps assistance lower than originally rosy projections.

Current school-financing methods are being'ehallenged in several courts. Some
observers, in fact, believe the property-tax approach to school funding may
ultimately be replaced in fact, believe the local-property-tax approach by com-
plete state aid.

Bolstering this argument is the fact that the California Supreme Court a few
weeks ago ruled that local property taxes are an unconstitutional approach to
school financing; such a system,' the court said, denies children in poorer com-
munities "equal protection of the laws because it produces substantial dispari-
ties among school districts in the amount of revenue available for education."

The California case, however, is far from settled and may eventually reach
the U.S. Supreme Court. But whatever the outcome, such challenges are cur-
rently making school financing more rather than less difficult. Legislators in
other states are postponing school-financing decisions until the California case
and otherschool-related legal battles are settled.

In the final analysis, the financial crisis has created considerable resentment
on the part of many educators toward the taxpaying public. The educational
community is not without sympathy for the taxpayers' plight ; but many educa-
tors feel that their pupils are the real victims of the crisis.

"The quality of education children receive is an intangible thing you can't
readily measure," says Charles Grissett, director of budget control for Louisville
public schools. "It doesn't show up for 15 or 20 years. MeanWhile, our schools
could dry up to skeletons, and taxpayers wouldn't care so long as the kids go
through the door every day."
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FEDERAL AND STATE RELATIONS

ARTHUR R. UDINE
ASSISTANT SUPERINTENDENT OP SCHOOLS

TELEPHONE 641.4350
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BOARD OF ,EDUCATION
CITY OF CHICAGO

228 NORTH LASALLE Sinew
CHICAGO. ILLINOIS 50501

'Mumma 141.4141
JANU F. REDMOND

SENERAL UPISINTENDENT OP SCHOOLS

November 15, 1971

Dear Senator Mondale:

It was unfortunate that the press of activities in Washington made it
impossible for you to attend the Fall Conference of The Council of the Great
City Schools in Minneapolis on Friday, November 12. This was a fine con-
ference, but would have been much better if the school board members and
their superintendents had the opportunity to participate in the hearing that had
been scheduled.

The leadership you have given to American education as the Chairman
of the Select Committee on Equal Educational Opportunity is indeed recognized
by all of us who work on legislation in the cities and are aware of the tre-
mendous skills, background, and cornmitments that you bring, to the improve-
ment of education.

Mrs. Louis Mahe, Member of the Board of Education of the City of
Chicago, and also an officer of the Council of the Great City Schools, had
given considerable thought as to how we could'be helpful to the work you are
doing. In preparation for this meeting, Mrs. Malis had prepared testimony
for the record, describing the fiscal problems being faced by the Chicago
schools and solutions that we think will contribute to their resolution within
the area now under consideration by your Committee. A copy of Mrs. Mans' .
presentation for the November 12th meeting is attached, should you wish to
incorporate it.into the proceedings and findings of the Select Conunittee on
Equal Educational Opportunity.

ARL:jp
'1 Enclosure:.

Senator.Wilter F. Mondale
Chairman, 'Select Committee
on Equal Educational Opportuniy
Washington, D. C. 20515



8591

FOR RELEASE UPON DELIVERY

STATEMENT BY
MRS. LOUIS A. MALIS, MEMBER
CHICAGO BOARD OF EDUCATION

Before the
SELECT COMMITTEE ON EQUAL

EDUCATIONAL OPPORTUNITY
" UNITED STATES SENATE.

Friday, November 12, 1971

-Mrs. Malls is accompanied by:

Dr. James F. Redmond, General Superintendent of Schools
Dr. Arthur R. Lehne, Assistant Superintendent for Federal

andState Relations
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Mr. Chairman and Members of the Committee:

On July 1, 1971, the State of Illinois began a new era of

government under a new Constitution, voted into existence by the

people in the first major change in 100 years. Article X of this new

Constitution provides that:

"A fuudamental goal of the People of the State is the
educational development of all persons to the limits
of their capacities. "

The article further provides that:

"The State has the primary responsibility for financing
the system of public education."

Instead of ushering in a new era for education from the date

the Constitution was put into effect, the period between July 1 of 1971

and today has been a period when the Board of Education and the staff

of the Chicago Schools have been faced with the dilemma of raising

the quality of educational services in the face of fiscal shortages so severe

that the only recourse available has been to adopt plans to close schools

when operating funds run out four weeks from now, and 600,000 children

and adults are left without educational services for the balance of the

year, and the skills of 35,000 trained and supportive members of an

educational team are unused.

What we are seeing in one urban center is inequity of opportunity

of the grossest nature and a mockery made of the most basic document

that a state has to guide its development and direction. Our new State
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Superintendent of Public Instruction, Dr. Michael J. Bakalis, in a

statement to the press a few weeks ago, documented that the State's

share of public support for Illinois public schools will drop from 38%

to 35% in the present school year.

The Chicago Board of Education is undertaking an intensive

budget study, utilizing a budgetary document labled "Planning Budget.

for 1972." The program planning budget approach is being developed

in Chicago as an instrument for initiating more effective educational

services through a detailed analysis as to how we utilize funding avail-

able for educational services. The deeper we probe into this analysis,

the more cognizant we become of the inequities that exist in terms of

the kinds of resoUrces available to help urban children learn. Our

planning budget leads us to a tentative budget which is our second step

in moving toward our next year of operation. The Board of Education

of Chicago has faced up to the harsh reality that there is a $96 million

shortage in the year ahead between what is needed to maintain salary

commitments, basic education programs, and to expand or initiate

new programs which our research and experience indicates are essential

for urban opportunity.

That $96 million difference must be slashed.from the tentative

operating budget in afway that turns beak the clock in some programs

as much as 100 years. All this comes at a time when we in Illinois

are learning to live with a new Constitution in a new day that promises

31 2
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"the educational development of all persons to the limits of their,

capacities."

Approximately 30% of the $96 million needed for this next

calendar year of school operations deals with riegotiated salary in-

creases for staff and longevity raises. These have been eliminated.

Another 20% of essential new and expanded programs directly related

to improvement of instruction and services to instruction has been

drastically curtailed. Many negotiated fringe benefits for staff now,

in effect have been cut back by almost 50%. Across-the-board reduc-

tion in services M all departments is being made of 10%,: and programs

that are not directly related,to the one:basic mandate, of schools 7-

education of youth -- are being cut back or, eliminated .altogether.

Adult education is one such program. The ,Americanization services .

we have.provided in-Chicago for newcomers for over 100 years:will,

without new financial assistance, be dropped next month. ,

. We have long advocated a federal-state.partnership that:would

provide for one-third of operiting costs from - federal-state-local

B our c e . We continue to Urge that this be an immediate goal. The

implementation.of the California, court decisions :nation-wideiwhich

coincide with the.findings of the:recent financial study .of Dr. Johns,

should be implemented as soon thereafter as possible.

The formula proposed in the $2 million OE-funded National

Educational Finance Project, centering on equalizing educational

310
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opportunity, is a helpful departure.from current funding patterns which

place undue burdens on urban centers. Using 1.0 as a funding level

for an average student and up to a 2.35 funding level for handicapped

children is one that'bears continued study. It can become an important

tool to be utilized in dissolving the inequities of aid that now exist. Well

over half of our children in urban schools are handicapped by one measure

or anothe: in terms of potentiality for reaching' their educational capaci-

ties on the 'basis of the way we now staff, and service urban educational

needs.

The Congress has been unresponsive to date in utilizing a viable

avenue for providing immediate help through Public Law 874. Over 10%

of Chicago's children come from public housing units where the criteria

of poverty, broken homes, and high mobility make them prime targets

for immediate federal aid. Yet authorization{which has been on the books

for several years has constantly been ignored.

Approximately $11. per housing unit for eduCation in lieu of taxes

is a far cry as revenue producing sources compared to the education dollar

produced by the mediitn property valuation of $50,000 of some of our .

neighboring North Shore communities. -Weconcur with the findings of

several recent fiscal studies that do indeed show that the most money is

available for children in those school districts where the children are

already farthest ahead.

314
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Because of the inequality of equal educational opportunity that

now exists, the Board of Education of the City of Chicago has made a.

plea to the state's Governor and the Legislature of Illinois to help its

largest city through an "Equalizing Educational Opportunity bill" which

takes into account the disparity within the State. The bill identifies such

factors that require special education aid for: children whose iirst

language is other than English; children whose educational attainment

is limited because economic-cultural-density factors are such that

graduation from high school is unlikely or significantly restricted;

children in an attendance area where housing, health, welfare, nutrition

or income are substandard; or where the mobility is so high that the

educational thread is continuously broken.

These conditions in Chicago, which we have brought before

the attention of our Legislature and which we bring before you today, lie

at the heart of our problem. They are factors which must be a part of

any formula devised to carry out the mandates of our individual state

constitutions and federal and local commitments.

Much evidence has already been submitted to this committee

about current inequities for funding education. Perhaps today we should

place less emphasis on funding disparities than on educational disparities.

In the data compiled by the Illinois Superintendent of Public Instruction

for the school year 1968-69, the Chicago Public Schools' operational

expenses (tuition charge) was identified as $769 per pupil, whereas the
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adjoining suburb of Evanston qa dual.district) had, an operating expense

of $1,596 per pupil'at'the secondary level and a $1,102 per pupil expense

at the elementary level.

. . . . ,

In the State of New York for the same period, the state com-

mission report, just released, shows that for the 1968-69 school year,

the New York City per pupil expenditure was $1,330 (including federal

aid) while the suburban community of Great Neck, Long Island expended

$1, 943 per pupil, and Mamaroneck expended $1,539. Resource dispari-

ties therefore exist not only between urban-suburban school-corrnnunities

but between large cities facing the same kinds of problems as well. One

of the factors contributing to this urban-ur:)an disparity centers around

levels of state support, which is at a 45% level in New York, compared

to a 38% level in Illinois for that same period.

If we go the next step in comparative data, we can note even

disparities operating among schools within our own city. For example,

in Chicago we have a range in expenditures on the basis of per pupil-

staffing costs from $404 to $723 in regular elementary schools, including

$1,342 pupil staffing costs in"an experimental school. The range in costs

among the regular elementary schools of approximately $300 per pupil

staffing is caused by differences in teacher ialaries based on experience

and longevity rather than special educational services or delivery of

educational excellence.

".1
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The direction which we believe .is necessary to go in America's

citieamust center on educationalattainment. As we reexamine and

establish our primary goals, we must fund our schools in patterns which

have the greatest promise of effectively enabling us to achieve those goals.

Would that we could develop our 1972 budget in this manner.

We would like to'cite what we think are the significant faciors

in achieving equality of educational 'opportunity. If we are indeed to

achieve the education goal of the Constitution of the State of Illinois,

namely, "the educational development of aU persons to the limits of

their capacities, " we must strengthen educational leadership within the

school with programs of inservice developMent that makes each principal,

the educational leader and an integral part of the community in which he

serves. We have more than scratched the surface tlirough our prograin

of decentralization and placement of educational decision-making in the

hands of school-communities.

.The Chicago Board of Education has adopted as its top priority: ,

"Improving individual student achievement in the basic subject areas and

in developing in-depth understanding ,and knowledge in areas of special

interest."

We have established that working with parents in the role of the

home in developing reading readiness to be a basic component for achiev-

ing this goal. We have also reaffirmed our commitment to priority goals

for achieving equality of education the fundamental concepts of education

317
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that can be,categorized under self-image, citizenship, vocational

guidance, community involvement, and adult education.

The'large cities of America lost their lighthouse status in

the early '20s 'and have not regained this statu's except in isolated

school-communities here and there. We can regain this role by

strengthening the educational leadership through decentralization of

decision-making and staff inservice, if we have resources to retrain

teaching staffs, as they develop greater understanding and humanistic

approaches in the art of teaching through utilization of techniques and

approaches particularly unique to the urban child. In this area we have

made a start in Chicago through an intensiye reading development pro-

gram, which includes additional reading specialists, staff help, the

utilization of teaching systems (many based on phonetic approaches)

and computer-aseisted instruction, and indiVidualized instruction

approaches to competence.

We have.gone beyond the point where early childhood education

is an experiment which yields p.romising results. Our demonstration

schools are now real, 'on-going programs which provide solid achieve-

ment to a fraction of children who need this help. They cannot be

expanded because there is no fiscal means to do it even though we have

shown in our schomes and child-parent centers that by early .intervention,

parental involvement, sPecial staff development, our inner city children

learn at a rate which exceeds national averagea. This progress we have
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made inspite of our inability to adequately fund research, planning,

and development services.

If there is a good education program operating anywhere in

Americb.,, an example of that program can be found in Chicago -- be it

a magnet school, a mini-magnet school, an industrial skill center, a

school-without-walls, a caroer education centi..., outposts, a learning

center, or reading and diagnostic center. Yet the inequality of educa-

tional opportunity exists to the extent that these most promising demon-

stration centers that provide for equalizing educational opportunity are

but candles here and there within our cities and states rather than the

basic fabric of what can be done for children. It is to resolving this

inequity that we believe this committee can best address itself..

We do not lament that at a time that our enrollments in ele-

mentary schools dropped by 2,000 pupils, the number of non-English

speaking children increased by almost 7,000 children. These children

give us a new opportunity to help develop the great untapped human

resource that exist. But we can only tap that potential and that strength

by unequal application of our talents and treasures for equalizing educa-

tional opportunity.

Chicago is not a city with a staff or a Ecard that laments the facts

that urban centers are becoming focal points or hubs of the most complex

of educational problems. For we believe that we can solve these problems

through the avenues which we have cited and new approaches we have the
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capacity to develop through demonstration research. We must recognize

that inequities can only be eliminated by prompt and vigorous reordering

of fiscal and social priorities within our states and federal government

which will enable us to light more and more candles within our school-

communities to help our cities become again the most vital moving force

in the greatest nation in the world.

68-412 0-71pt. 16D-3--21
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THE SCHOOL DISTRICT OF PHILADELPHIA
BOARD OF EDUCATION

PASKWAY AT 7WI14TV41AST rraur
hatINTLIMIA 11103

December 15, 1971

Mr. Donald Harris
Select Senate Committee on
Equal Educational Opportunity

Annex 309 Senate Office Building
Washington, D. C.

Dear Mr. Harris:

Enclosed is an addendum to
Dr. Mark R. Shedd's statement to the
Select Senate Committee on Equal
Educational Opportunity. He has
asked that I transmit it to you.

ln
enc.

Sincerely,

Thomas C. Rosica

321
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ADDENDUM TO STATEMNT n" rn. PAPE P. SHEDD

TO THE SELECT SENATE conmITTrn oN EQUAL EDUCATIONAL OPPOETUVITY

School systems can only function in an effective manner in

a "Federalized" system if the proper controls and supports are

built into thu program at its inception. There must in essence,

be established national standards which will act as a guide

for Congress in the apPropriation process and for school systems

in the implementation of the program.

In order to have a system that is financed and operated on a

federal level, the following areas will have to be explored so

that the system will be functional, responsive and relevant to

the needs of the cities.

1. Formula for Federal Payment - The budget process should

have as its basis a:PM system. A minimum of five years

should be reflected in this planning, and the budget

should be developed on a needs basis.

In addition, Congress must appropriate the'filnds no

later than March so that the school districts can be

assured of their funding level.

2. Staffing Patterns - Everyechool system has similar

features, but each also is unique. This area will have

to be carefully exploree so that the patterns best suited

to the community will evolve. Ainimums ane maximums must

be established on a federal level with trade-offs per-

missible in thin structure.

3



8604

3. Wage Vuidelines - ThQsa can ha developed in two ways:

a. rstablinh a flat percentage increase each year

leading to a maximum salary; or

b. 'Establish performance criteria for cach position

and grant salary increases on the basiS cif success

in meeting objectives.

In addition., wage controls must be instituted to ensure

a rational and comparable relationship between wage's in

the government and private sectors.

4. Building aintenance and Construction - A "Federalized"

system will necessitate establishment of a systems

approach to building maintenance and construction.

Economies can be achieved by using system components in

the design and construction of new facilities. The

.systems approach also will provide formaintenance to in-

sure safe and sanitary buildings. In addition, a realistic

timetable must be developed for replacement of obsolete

buildings and construction of necessary additions to pre-

sent buildings.

5. Research and Evaluation - Although feecral resources will

be made available to the system, a minimum of ten percent

should be allocated for this Purpose. This effort should

include a Management Information System and a Student'

Data Dank as part of the total effort. Also, these

must be a massive innut into instructional systems

development, with a large investment in technolonv which

eventually will reduce the unit cost of instruction.

23
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6. Staff Selection and Anneintment - This must be vested in

the local school system. Criteria for selection of ner-

'sonnel should be developed cooneratively on the federal,

and local level.

7. Decision Making. - A structure that insureS imnuts from

parents, students, teachers, princinals and administrators

must be an integral part of the system. This should be

linked with the budgetary process so that a true needs

budget can be developed.

The question of who has ultimate control must also be

clearly defined.

8. Curriculum - A national curriculum that is broad in scope

should be developed by.the federal government. Tailoring

this material to local needs will be the responsibili!y

-of the local school system.

9. Supportive Services - Dealth, psychologial, social, legal,fi-

nance, purchasing anddata processing services can be purchased

and do not have to be a part of the school districts' ad-

ministrative burden. Federal grants to institutions in

the community can specifically state that they are mandated

to provide personnel and all other service functions to

the school district.

10. Twelve-Month School Year - A twelve-month school year'should be

a requirement for all districts' participation.

I.
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TheTedgralized"pystem should establish educc,.tional priorities

in the following areas: early childhood education; reading;

basic skills; and career education. In addition to priorities,

there must be included a solid design for transition to the new

TederalizeduRystem. Sue% a design will assure a smooth changeover

with a minimum of problems.
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ADDLIMM: TO STATIVENT Pr. vArn R. stiErD

TO THU cl:Lrct rrrATE con:11=r on rnvAL FDUCATIO"AL 0"POFTMITY

SChool nystcms can only function in an effective manner in

a "Federalized" system if the proper controls and supmorts are

built into the nrooran at its inception. There must in essence,

be established national standards which will act as a guide

for Congress in the annronriation process and for school systems

in the implementation of the program.

In order to have a system that in financed and operated on a

federal level, the following areas will have to be exmlored so

that the system will :7e functional, responsive and relevant to

the needs of the cities.

1. Formulator Federal Payment - The budget process should

have as its basis a rrns system. A minimum of five years

should be reflected in this planning, and the budget

should be developed on a needs basis.

In addition, congress must appropriate the funds no

later than Parch so that the school districts can be

assured of their funding level.

2. Staffing Patterns - Every school system has similar

features, but each also is unique. This area will have

to be carefully exploree so that the patterns best suited

to the communit? will evolve. Ainimums ane maximums must

be established on a federal level with trade-offs per-

missible in this structure.

326
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3. Wage ruidelines - Thc!se can he develoned in two ways:

a. rstablish a flat percentage increase each year

leading to a maximum salary; or

b. Establish performance criteria for each position

and grant salary increases on the basis of success

in meeting objectives.

In addition, wage controls must bc instituted to ensure

a rational and comparable relationship between wage; in

the government and private sectors.

4. Building Maintenance and Construction - A "Federalized"

system will necessitate establishment of a systems

approach to building maintenance and construction.

Economies can be achieved by using system components in

the design and construction of new facilities. The

systems approach also will provide for maintenance to in-

sure safe and sanitary buildings. In addition, a realistic

timetable must .be developed for replacement of obsolete

buildings and construction of necessary additions to pre-

sent buildings.

5. Research and Evaluation - Although federal resources will

be made available to the system, a minimum of ten percent

should be allocated for this purpose. This effort should

include a Management Information System and a Student

Data Bank as part of the total effort, Also, these

must be a massive input into instructional systems

development. with a large investment in technology which

eventually will reduce the unit cost of instruction.

327
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6. Staff Selection and Anneintment - This must be ver:ted in

the local school system. Criteria for selection of nor-

sonnel should be developed cooperatively on the federal

and local level.

7. Decision !akinct - h structure that insures imnuts from-

parents, students, teachers, principals and administrators

must be an integral part of the system. This should be

linked with the budgetary process so that a true neCds

budget can be developed.

The question of who has ultimate control must also be

clearly defined.

0. Curriculum - A national curriculum that is broad in scope

should be develoned by the federal government. Tailoring

this material to local needs will be the responsibility

of the local school system.

9. Supportive Services - Health, psychologial, social, legal,fi-

nance, purchasing anddata processing services can be purchased

and do not have to be a part of the school districts' ad-

ministrative burden. Federal grants to institutions in

the community can specifically state that they are mandated

to provide personnel and all other service functions to

the school district.

10. Twelveonth School Year -'A twelve-month school year should be

a requirement for all districts' particination:

28



8610

The'rederalized"system sllould establish educational nriorities

in the following areas: early childhood education; reading;

basic skills; and career education. In addition to priorities,

there must be included P solid design for transition to the new

Tederalized"systen. Such a design will assure a smooth changeOver

with a minimum of problems.

32 9
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ADDENDUM TO STATEMENT BY DP. MARK R. SHEDD

TO THE SELECT SENATE CO:MITTEL ON LOCAL EDUCATIONAL OPPOFTUNITY

School systems can only function in an effective manner in

a "Federalized" system if the proper controls and supnorts are

built into the program at its inception. There must in essence,

be astablished national standards which will act as a guide

for Congress in the appropriation process and for school systems

in the implementation of the progrPm.

/n order to have a system that is financed and operated on a

federal level, the following areas will have to be explored so

that the system will be functional, responsive and relevant to

the needs of the cities.

1. Formula for Federal Payment - The budget process should

have as its basis a PPDS system. A minimum of five years

should be reflected in this planning, and the budget

should be developed on a needs basis.

In addition, Congress rust appropriate the funds no

later than March so that the school districts can be

assured of their funding level.

2 Staffing Patterns - Every-school system has similar

features, but each also is unique. Thin area will have

to be carefully utplored so that the patterns best suited

to the community will evolve. Minimums and maximums must

be established on a.federal level with trade-ofts per-

missible in this structure.

330
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3. Wane Cuidelines - These cnn be developed in two ways;

a. Establish a flat percentage increase each year

leading to a maximnm salary; or

b. Establish performance criteria for each position

and grant salary increases on the basin of success

in meeting objectives.

In addition, wage controls must be instituted to ensure

a rational and comparable relationship between wages in

the government and private sectors.

4. Building Maintenance and Censtruction - A "Federalized"

system will necessitate establishment of a systems

approach to building maintenance and construction.

Economies can be achieved by using system components in

the design and construction of new facilities. The

systems approach also will provide for maintenance to in-

sure safe and sanitary buildings. In addition, a realistic

timetable must be developed for replacement of obsolete

buildings and construction of necessary additions to ore-

sent buildings.

S. Research and Evaluation - nthough federal resources will

be made available to the system, a minimum of ten percent

should be allocated for this purpose. This effort should

include a Management Information System and a Student

Data Bank as part of the total effort. Alno, these

must be a massive input into instructional systems

development, with a large investment in technology which

eventually will reduce the unit cost of instruction.

,;t:
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G. Staff relection and Anncintrent - This must be vested in_

the local school svstem. Criteria for selection of per-

sonnel should be developed cooneratively on the federal

and local level.

7. Decision :telling - A structure that insures imnuts from_

parents, students, teachers, princinals and administrators

must be an intcoral part of the system. This s'aould be

linked with the budnetary nrocess so that a true needs

budget can he developed.

Thc questien of who has ultimate control rust also be

clearly defined.

8. Curriculum - A national curriculun that is broad in scone

sh..)uld be develoned by the federal government. Tailoring

this material to local needs will he the responsibility

of the local school svster.

9. Suonortive Services - Lealth, osychologial, social, legal,fi-

nance, purchasing anddata processing services can be purchased

and do not have to be a part of the school districts' ad-

ministrative burden. rederal grants to institutions in

the community can specifically state that they are mandated

to provide nersonnel and all other service functions to

the school district.

10. Twelve-!onth School Year - A twelve-nonth school year should be

a requirement for all districts' particination.
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TheTedera1izcd7rvntem should ertablish educational priorities

in the following areas: early childhood education: reading;

basic skills; and career education. In addition to priorities,

there must be included a solid design for transition to the new

Tederalized"systen. Sue:: a design will assure a smooth changeover

with a minimum of problems.


